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HE average banker, as represented by the American 

Bankers Association’s Regional NRA Code Committees, 

appears to have become that which might properly be 

termed ‘item conscious.’ This seems to be a somewhat 
befogged state of mind in which the customer’s account 
is a constant flurry of checks and deposits, and in which the 
foundation on which his business is built, the customer’s dollar, is 
forgotten.” ‘Thus writes JAMEs C. Gow1nc in an article beginning 
on page 139 entitled “These NRA Service Charges.” Mr. Gowing 
charges that “there is a growing public opinion that the average 
banker’s one idea of good management begins and ends with a 
service charge.” Mr. Gowing believes in the principle of the 
service charge but thinks that present methods of figuring charges 
are unfair to depositors. In this article he explains a method 
which he proposes and which he believes will “equitably discrimi- 
nate between the profitable and unprofitable account.” 


“THE BANKING OUTLOOK in the United States of America is not 
encouraging. Such legislation as has recently been passed or is 
at present pending seems to be mainly of a restrictive and hamper- 
ing nature rather than a real attempt to remove the weaknesses of 
the system. . . . It appears to rest with the banks themselves to 
take steps to put their house in order. One of the primary func- 
tions of a bank is the safeguarding of the money of its depositors, 
and in this respect the record of American banking during the past 
century is an unenviable one. ‘The flaws in the system are known 
and admitted by responsible authorities in the United States. 
Their elimination will inevitably be difficult and slow, but surely 


not beyond the powers of a country which has never been lacking 
in courage or resource.” This is quoted from GEORGE BALFOUR 
Mier of the National Bank of Scotland, Limited, whose article, 
“A Scottish View of America’s Banking Crisis,” begins on page 141. 


“Or ALL PLACEs in the bank where human nature reveals itself in its 
truest and most striking colors, the tellers’ windows are the most 
outstanding.” Ample proof of the truth of this statement will be 
found in “Through the Wicket” on page 147 of this issue in which 
a day in the life of a teller in a largé, New York bank is described. 
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In 1786 Colonel Henry Vassall, Esquire, of Boston, who was 
a free spender in constant difficulties with creditors, finally 
arranged a voluntary trust agreement under which a plantation in 
Antigua belonging to his wife and already heavily mortgaged was 
given to individual trustees, to apply the income toward clearing 
off the mortgage, after which the property was to go outright to 
the wife. This was accomplished in 1795, with the result that the 
then widow enjoyed for the latter part of her life a comfortable 
assured income, instead of the worried hand-to-mouth existence 
she had led with her husband. This is one of the first instances 
of the “trust inter vivos”’ which is considered by CuTHBERT LEE 
in his article “Settlements and Other Personal Trusts” on page 
149 of this issue. This is one of a series of articles by this writer 
on various phases of personal trust administration. 


“THE GROWTH in the amount of investment securities owned by 
national banks, and the manner of their diversification, is a 
problem of utmost importance. It contains the promise of 
enhanced return, not only due to moderate appreciation but also 
increased rate, and yet carries the threat of loss through default 
and price fluctuations. The question of default is one to be 
severely considered for even though the banker is in a preferred 
position, possibly a secured creditor, still the bond would have 
failed miserably, for the fundamental assumptions behind such 
purchases are safety, liquidity and yield. In all three of these, 
if any dependence had been placed upon its price stability, or 
ultimate payment, it would have fallen far short of its purpose.” 
So writes FrepERICK MUELLER, JR., in his current article on 
“ “Other Securities’ as Bank Investments” which begins on page 
153. This is the fourth of Mr. Mueller’s interesting series on 
“Losses in Bank Earning Assets.” 


Executives of financial institutions have persisted in ignoring 
the fact that they have products to sell and have not sought 
to capitalize upon buying motives to the greatest possible extent. 
In this month’s article which begins on page 169, L. Dovuc.as 
MEREDITH gives a list of the buying motives both “emotional” and 
“rational” which apply to the services of financial institutions. 
The bank advertiser should be as clever and as scientific in appeal- 
ing to these motives as are the advertisers of manufactured articles. 
This article is the third of a series by Dr. Meredith in which he 
considers financial merchandising in all of its branches. 


ANOTHER series of suggested letters for bank advertisers by 
ALICE KrETsCHMAR appears in this issue beginning on page 239 
entitled “Soliciting the Insurance Trust.” 
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Editorial Comment 
THE NEW GOLD LAW 


Y the act approved January 31 the 
B monetary policy formulated by 

the present Administration is 
further advanced. It is to be judged, 
not by its provisions, but by its results. 
History and experience will pronounce 
an inescapable verdict. What that will 
be cannot be foretold. Patriotism leads 
to the hope that those responsible for 
this drastic piece of monetary legislation 
will find justification in its effect upon 
the country, and that its critics may find 
their fears unfounded. 

In a general way it may be said that 
the new law represents the consumma- 
tion of President Roosevelt's philosophy, 
that manipulation of the money stand- 
ard is one of the effectual means to be 
employed in raising commodity prices 
and restoring prosperity. Since his first 
pronouncement on the subject he has 
followed a consistent course, determined 
to put his theory to a practical test. To 
that trial it must now be subjected. 

The shock which a measure of this 
far-reaching character might have occa- 
sioned, if suddenly felt, has been largely 
mitigated by the fact that it has long 
been known just about what would be 
done. Adjustment to the new money 
standard will gradually take place. It 
has been said that bankers have less con- 
cern with the kind of money they handle 
than is commonly supposed. They can 
carry on with whatever kind of money 
Government may provide. In Germany, 
curing the period of inflation, some diffh- 
culty was encountered in recording the 
astronomical figures to which the cur- 
rency attained in its downward flight. 
But we are not yet in that situation. 

Neither now nor at any recent period 
were protests against the present mone- 
tary policy of any avail. Nothing could 


be avoided that was purposed by the 
mighty professors who had obtained the 
ears of the President. The lessons of 
experience, the counsels of wisdom, all 
must give way to the desire for experi- 
mentation. Upon this perilous course 
the country is now embarked. 

Saint Paul, in one of his epistles, said 
that the time would come when sound 
doctrine would not be endured. Such 
is the present mental attitude toward 
sound doctrine relating to money. 

It would be presumptuous to expect 
that any of the President’s advisers 
would heed what is said in these pages. 
But it is hoped that some of them might 
have looked into the Report of the Di- 
rector of the Mint for the fiscal year 
ending June 30, 1933. There they 
might have learned that the “growing 
shortage of gold,’ upon which their 
theories are based, is “knocked into a 
cocked hat,” as President Wilson once 
hoped to be the fate that would overtake 
William J. Bryan. 

The protests against the decapitation 
of King Charles, continuing long after 
the event, were powerless to restore that 
monarch to life. So now, any protests 
against the new gold bill or criticism 
of its provisions are without present 
value. 

Still, presuming that at some distant 
day public opinion may be less confused 
and distressed, and may wish to recur 
to principles now scornfully rejected, it 
may be profitable to discuss some of the 
provisions of this latest attempt to bring 
about prosperity by manipulation of the 
money standard. Whether this view 
shall prove correct or not, the “purely 
academic” viewpoint is not devoid of 
interest. 

Against the fundamental error im- 
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plicit in the present legislation THE 
BANKERS MAGAZINE will launch no 
argument. It is effectually refuted by 
the report of the Director of the Mint 
on the world’s production of gold. But 
some other provisions of the new law 
may be subjected to examination. 

President Roosevelt, in his monetary 
message to Congress, January 15, said: 
“Certain lessons seem clear. For ex- 
ample, the free circulation of gold coins 
is unnecessary, leads to hoarding,” etc. 
Is this statement borne out by the facts? 
In England for a long time prior to the 
Great War the monetary circulation was 
largely in the shape of gold and silver 
coin, the lowest denomination of paper 
being £5. Did this lead to hoarding? 
Evidence of the fact is lacking. Our 
own Pacific Coast states, until a com- 
paratively recent period, used gold in- 
stead of paper. But the gold circulated 
freely and was not hoarded. 

Why do people hoard gold? Because 
they have reason to believe that the 
currency will not be kept as good as 
gold. Only the miser otherwise hoards 
it. Lack of confidence in the banks will 
lead to the hoarding of currency, but not 
of gold unless the future monetary pol- 
icy of the country is under suspicion. 
Our people, in the spring of last year, 
did hoard gold, because they did not 
trust the Government’s monetary policy, 
and with good reason, as events proved. 

It is probably true that the more gold 
is set apart from other forms of cur- 
rency, and treated as something almost 
sacred, the greater will be the tendency 
to hoard it. Gold should be treated ex- 
actly like all other forms of currency, 
which is merely another way of saying 
that no currency should be put in cir- 
culation that is not as good as gold and 
kept so in the only possible way, by its 
exchangeability for gold. 

The President’s idea about gold coins 
has been embodied in the new law. Sec- 
tions 5 and 6 say: 


“No gold shall hereafter be coined, 
and no gold coin shall hereafter be paid 
out or delivered by the United States. 

All gold coin of the United 
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States shall be withdrawn from circula- 
tion, and, together with all other gold 
owned by the United States, shall be 
formed into bars of such weights and 
degrees of fineness as the Secretary of 
the Treasury may direct. 

“Except to the extent permitted in 
regulations which may be issued here- 
under by the Secretary of the Treasury, 
with the approval of the President, no 
currency of the United States shall be 
redeemed in gold: Provided, however, 
that gold certificates owned by the Fed- 
eral Reserve banks shall be redeemed at 
such times and in such amounts as, in the 
judgment of the Secretary of the Treas: 
ury, are necessary to maintain the equai 
purchasing power of every kind of cur- 
rency of the United States.” 


Under these provisions, while the 
American will be deprived of the right 
to have paper currency redeemed in 
gold, the foreigner having claims against 
the country on international balance will 
still be able to get gold bars. 

Much criticism has been directed at 
the taking over from the Federal Reserve 
banks of the profit which the Treasury 
will derive from devaluation. Here are 
two views on this action, the one severe 
and the other quite moderate. The first 
is from the New York Commercial and 
Financial Chronicle: 


“Camouflage the proposal as we may, 
the operation amounts simply to this, 
namely, that the Federal Reserve insti- 
tutions hold gold to the amount of be- 
tween $3,500,000,000 and $4,000,000,- 
000, which is worth 100 cents on the 
dollar, and the Government now seeks 
to take over the whole amount of these 
gold holdings and to give the Reserve in- 
stitutions back gold certificates, secured 
not by the old dollars worth 100 cents, 
but dollars ‘devalued’ so that they 
will be worth only 60 cents, or perhaps 
only 50 cents, if the process of devalua- 
tion is carried to the full limit of de- 
valuation now prescribed. This is simply 
larceny on a large scale, no matter how 
those who seek to defend the scheme may 
attempt to disguise the proceeding. 
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Our people would not tolerate anything 
of the kind—that is, from an ethical 
standpoint—in the case of the meanest 
country in the world, but would char- 
acterize it in fitting terms, and we should 
not look with complacency on action on 
the part of our officials which we would 
sweepingly condemn in the Hottentot.” 


Less severe is the following, from The 
Economist, London: 


“The impounding of the profit on the 
Reserve banks’ gold reserves has been 
denounced in the United States as ‘rob- 
bery.’ It is more logical, however, to re- 
gard it as a tax on unearned increment, 
since the profit arose entirely out of the 
Government's actions with regard to the 
dollar. A similar profit was taken by 
the governments of most of the Euro- 
pean countries which devalued their cur- 
rencies after the war, and should the 
pound ever be definitely devalued the 
profit on the gold holdings of the Bank 
of England would, under the terms of 
the Currency and Bank Notes Act of 
1928, automatically accrue to the Treas- 
ury.” 


One of the professors high in the 
councils at Washington has styled this 
“profit” as one drawn out of “thin air.” 
However profitable as a source of rev- 
enue to the Treasury, this chameleon’s 
dish has not been very satisfying to the 
ordinary citizen. 

Opinions differ as to what will be the 
new monetary standard of the country 
under this law. Theoretically, it will be 
the gold bullion standard. All the gold 
heretofore held and belonging to the 
Federal Reserve is vested in the Treas- 
ury, gold certificates being given in ex- 
change. As the redeemability of these 
certificates is limited and to a consider- 
able extent discretionary with the Sec- 
retary of the Treasury, their practical 
value is not clear. The fact that some 
one holds a security which you can never 
reach considerably diminishes its tan- 
gible value. 

The stabilization fund of $2,000,000,- 
000, which the new act establishes, has 


been the subject of much speculation. 
By some it is regarded as creating a sit- 
uation where the Treasury will supplant 
the open market operations heretofore 
conducted by the Federal Reserve banks. 
By others this development is regarded 
as improbable. 

This important piece of monetary 
legislation, primarily designed to raise 
prices and relieve debtors, is destined to 
be the subject of controversy for years 
to come. It would be reassuring if it 
could be regarded as marking the end of 
monetary manipulation, at least until it 
is seen how the country reacts to it. But 
this is probably too much to expect. The 
false stimulus thus afforded will pres- 
ently call for another and larger dose. 

This rather gloomy prospect is con- 
siderably lightened by the reflection that 
in this world nothing is either so good 
or so bad as it appears. Such consola- 
tion may be applied to the measure now 
under examination. 


“BRAIN TRUST” ACCUSED OF 
LACK OF HUMILITY 


N interesting article on “The 
American Experiment and _ Its 
Consequences,” by M. Frédéric 
Jenny, financial editor of Le Temps, 
Paris, was published in a recent number 
of the Monthly Review issued by Lloyds 
Bank Limited of London. In this article 
the author takes the position that in de- 
valuing the dollar the Administration 
should not have acted like one who, in- 
tent on taking a dip into icy waters, 
stands shivering on the brink and now 
and then venturing a foot or hand into 
the cold medium, but should have 
plunged in all at once. Or, in the some- 
what different metaphor which M. Jenny 
employs: 


“Instead of allowing the dollar to 
depreciate slowly, and thus distill, drop 
by drop, the poison of mistrust in the 
public mind, the right course would have 
been to estimate approximately the cur- 
rency level at which the burden of debts 
could be carried without disaster, and 
then at a stroke reduce the gold value 
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of the dollar to the required level. By 
such a procedure the Administration 
would have avoided giving daily nour- 
ishment to a form of speculation whereof 
the dangers were far from being ignored, 
and the flight of capital and the sale of 
public funds would have been reduced 
toa minimum. Public confidence would 
have been less shaken, for, given the 
large gold reserves in the United States, 
nobody would have questioned the abil- 
ity of the Government to maintain the 
fresh level of the dollar thus deter- 
mined.” 


Why this method was not adopted is 
thus explained: 


“This was apparently considered too 
simple by the ‘Brain Trust’ which coun- 
sels the President. These men, of in- 
telligence no doubt superior yet wholly 
theoretical, considered unworthy of 
themselves a method which did not in- 
clude their daily control of the currency 
and of economic life. Their ambition 
was to dominate events, to bend eco- 
nomic laws to their wills and to the 
sapient plans of recovery elaborated by 
their intelligence. It is not doing them 
any injustice to say that they were some- 
what lacking in modesty. Transgressing 
by undue confidence in the power of 
men, and in their own power in par- 
ticular, they wholly failed to grasp the 
great lesson of humility which, after all, 
is to be found for the leaders of eco- 
nomic activity in the world crisis, and 
particularly in the American crisis. Simi- 
larly the generous illusions which are at 
the basis of the NRA, and in general 
the experience of controlled economy in- 
augurated last summer, show that these 
same men, in their juvenile ardor, have 
deliberately ignored the lessons of the 
past. Forgetting, voluntarily no doubt, 
that personal interest has always been 
the essential force which has propelled 
the material activity of society towards 
progress, they sought to cast aside this 
powerful incentive and to replace it by 
the duty and the goodwill of each indi- 
vidual to contribute towards the public 
weal. They wholly overlooked the fact 


that individualism and competition, now- 
adays denounced almost as crimes against 
the nation, have yielded to humanity its 
most manifest material well-being and, 
by a continual lowering of prices and 
the adaptation of manufactures to the 
needs and preferences of the public 
throughout the whole course of the past 
century, have increased output and stim- 
ulated industrial progress. All this ac- 
complishment has been momentarily 
labelled amongst ‘outworn fetishes’ 
whereof President Roosevelt spoke last 
July.” 


All of which, of course, is antagonis- 
tic to the New Deal and to the New 
Day. 


THE REAL LESSON OF THE 
DEPRESSION 


From the beginning of our existence 
as a nation, periods of depression, 
or industrial failure, or financial 
distress, of unpaid and unpayable in- 
debtedness have alternated with years of 
plenty. The vital lesson that expendi- 
ture beyond income begets poverty, that 
public or private extravagance, financed 
by promises to pay, either must end in 
complete or partial repudiation or the 
promises be fulfilled by self-denial and 
painful effort, though constantly taught 
by bitter experience, seems never to be 
learned; and the attempt by legislative 
devices to shift the misfortune of the 
debtor to the shoulders of the creditor 
without coming into conflict with the 
contract impairment clause has been per- 
sistent and oft-repeated—From the 
minority opinion in the Minnesota Mora- 
torium Case. 


HE attention paid to the majority 
view of the Supreme Court in the 
Minnesota Mortgage Moratorium 
Case, and to the legal principles involved, 
has obscured the importance of the 
philosophy of Justice Sutherland’s pro- 
nouncement contained in the above ex- 
tract from the minority opinion of the 
court. 
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Perhaps if the lessons of these reflec- 
tions were learned, as they seem never 
to be, much of the severity of depressions 


could be avoided. In rosy times people 
go into debt quite unconcernedly, but 
when the time of payment comes, es- 
pecially at a period of depression, a great 
change takes place in the debtor’s mental 
attitude. He then seeks to shift the 
burden he has lightly assumed from his 
own shoulders to those of his creditor. 
This is quite a natural thing to do, es- 
pecially in times like the present when 
the debtor feels that he is the victim of 
circumstances he did not create. And 
yet had he been more careful in incurring 
debt his position in such emergency 
would have been far easier. The truth 
is that before assuming large obligations 
careful consideration should be given as 
to how serious this burden would become 
when times alter for the worse, as in- 
variably they have done from time to 
time. 

Debts that weigh most heavily on the 
community in times of depression are 
chiefly those in the form of mortgages 
on the home or on other real property. 
This prompts the inquiry if such obliga- 
tions could not always be in a form that 
would make them more tolerable to the 
mortgagor and also safer for the mort- 
gagee. At present many mortgages are 
for a term of years, when the entire sum 
becomes due and payable (there are, of 
course, other mortgages where the prin- 
cipal is gradually amortized over a period 
of years). In addition to interest there 
are taxes, which in these days are by no 
means light. 

Here is a plan that might work for 
improvement in the situation of all those 
concerned. Make all real estate mort- 
gages of the amortization type, so that 
almost at the time the debt is incurred 
its extinguishment shall begin. But the 
plan might well go further. At present 
annual or semi-annual payments of 
taxes and interest call for the outlay of 
rather large sums, often causing distress 
to debtors. If monthly or quarterly 
payments could be arranged to include 
interest, taxes and a moderate reduc- 
tion of principal, each party in interest 
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would be benefited. The debtor would 
be called on to make payments but little 
above rental value ot his property; the 
creditor would receive a regular income, 
and at the same time the security of his 
loan would be increased by a steady re- 
duction of principal. Mortgage debtors 
would find it far easier to meet these 
payments, thus broken up into small 
amounts, than to provide tor the larger 
sums required under existing practice, 
while states and municipalities would 
gain by being relieved of the delinquen- 
cies now so frequent in the collection 
of taxes. 

Undoubtedly, the mortgage situation 
would be relieved if loans were made 
on a more conservative basis. Both farm 
and city loans have been made, in many 
cases, on speculative values. Even where 
the valuation of properties is conserva- 
tive, loans are probably too high a per- 
centage. Such is undoubtedly true if we 
are in the future to witness depressions 
as severe as that lately experienced, with 
the consequent drop in real estate values. 

Debt is but the other side of credit, 
and without the use of credit the prog- 
ress of the world would be greatly im- 
peded. But if more caution could be 
employed before incurring debt, and if 
better means could be provided for its 
gradual extinguishment, its burdens 
might be greatly eased. 

This is a matter deserving the atten- 
tion of mortgage concerns, of those in- 
vesting in mortgage securities, of those 
who borrow on their property, and of 
the public authorities. 


CONTRADICTORY PRICE 
POLICIES 


HAT the aim of President Roose’ 
velt’s monetary policy is to raise 


the general level of commodity 
prices is a fact clearly established by the 
President's repeated declarations to that 
effect. Therefore it is somewhat discon- 
certing to the lay mind to read the fol- 
lowing impassioned appeal to keep prices 
down, made by General Hugh S. John- 
son in an address before the National 
Retail Drygoods Association convention: 
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“Keep prices down—for God's sake, 
keep prices down—that, and that alone, 
is the royal road to recovery.” 


Now, on the face of this fervent out- 
burst, it would seem that it flatly con- 
tradicts the policy of the President, 
aimed at the “recovery of commodity 
prices.” But a careful consideration of 
the matter tends somewhat to negative 
this conclusion. This appears from the 
following statements made by the Presi- 
dent in his radio address of October 22: 


“Finally, I repeat what I have said on 
many occasions, that ever since last 
March the definite policy of the Gov- 
ernment has been to restore commodity 
price levels. 

“The object has been the attainment 
of such a level as will enable agriculture 
and industry once more to give work to 
the unemployed. 

“It has been to make possible the pay- 
ment of public and private debts more 
nearly at the price level at which they 
were incurred. 

“It has been gradually to restore a 
balance in the price structure so that 
farmers may exchange their products for 
the products of industry on a fairer ex- 
change basis. 

“It has been and is also the purpose 
to prevent prices from rising beyond the 
point necessary to attain these ends. The 
permanent welfare and security of every 
class of our people ultimately depends 
on our attainment of these purposes.” 


From this it will be seen that it has 
been the purpose of the President, not 
merely to raise the general level of com- 
modity prices, but more especially to 
correct the disparity between the price 
of agricultural products and other com- 
modities. 

In the light of this fact, and when it 
is recalled that General Johnson was not 
speaking to farmers but to those pro- 
ducing articles which the farmer has to 
buy, the contradiction between his ut- 
terance and the President’s policy largely 
disappears. 

While the special measures taken to 
raise the price of farm products—such 


es 


as the processing tax, limitation of 
acreage, etc.—would probably operate to 
correct the disparity of these two classes 
of commodities, it is difficult to see how 
a general raising of the price level by 
means of a monetary policy would so 
operate. If the prices of raw materials 
entering into manufacture are thus in- 
creased, it would certainly logically fol- 
low that the manufactured articles would 
also increase in price. This would be 
true unless the manufacturers were able 
to make a reduction in their operating 
costs that would offset the increase 
caused by the advance in the price of 
raw materials—something not easily done 
under present circumstances. 


THE MINNESOTA MORTGAGE 
DECISION 


REAT interest has been aroused 

by the decision of the United 

States Supreme Court in a case, 
coming up from the State of Minnesota, 
and involving the validity of an act of 
that state permitting owners of mort- 
gaged property to apply to the local 
court for an extension of two years’ time 
in which to redeem their property. This 
law was upheld by the Supreme Court 
of Minnesota, and on appeal this decision 
has been sustained by the Supreme 
Court of the United States. 

The appeal was based upon that 
clause of the Constitution of the United 
States which declares that “‘no state shall 
make any law impairing the obligations 
of contracts.” In sustaining the decision 
of the Minnesota court Chief Justice 
Hughes held that an emergency existed, 
and that the law in question was enacted 
not merely for the protection of indi- 
viduals but for the basic interests of 
society. He held that the protection 
thus afforded could not extend beyond 
the period of the emergency. 

By some this decision, which was by a 
vote of five to four, has been interpreted 
as warranting the belief that the Su 
preme Court will sustain all the various 
measures taken by the Federal Govern: 
ment to combat the depression. Others 
fail to see any grounds for this belief. 
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In effect this decision establishes the 
principle that the provision in the Con- 
stitution regarding the impairment of the 
obligations of contracts does not prevent 
the states from extending reasonable re- 
lief to debtors in the face of great emer- 
gencies. 


SERIOUS NATURE OF THE PER- 
MANENT GUARANTY OF 
BANK DEPOSITS 


equanimity the operations of a 
law that threatens a serious inroad 
on the capital of their institutions to 
make good the losses of other banks. 
How seriously the plan for the per- 
manent guaranty of deposits in banks is 
regarded appears from the following 
statement of Percy H. Johnston, presi- 
dent of the Chemical Bank and Trust 
Company, New York. In his annual 
report to the shareholders of the bank, 
Mr. Johnston said: 


B seen cannot contemplate with 


“The most serious problem confront- 
ing your bank is the permanent Guar- 
antee of Deposits Law that becomes 
effective July 1, 1934. If your institu- 
tion is to remain a member of the Fed- 
eral Reserve System it must subject itself 
to this law. Had this law been in effect 
during the past five years, more than 
one-half of this company’s capital funds 
would have been dissipated to pay the 
losses of other banks. 

“The law puts a premium on unsound 
banking and is unfair to well managed 
banks. I strongly urge each and every 
shareholder of this institution to plead 
with his Congressmen and Senators that 
it be modified and that the assessments 
be limited and fixed for each year and 
st remain unlimited as in the present 
aw. 


Shareholders in banks have a vital in- 
terest in this matter. It is hardly to be 
expected that they will remain silent in 
the face of the possibility of such a seri- 
ous inroad on their investments. 

The protests of bankers against this 
law, if re-enforced by those of the more 
numerous shareholders of banks, can 
hardly fail to prove effective. 


THE ANNUAL BANK MEETINGS 


N reading the reports of the 
annual meetings of bank share- 


holders for the present year, one 
is struck by their growing importance. 
Heretofore these meetings have been 
largely of a perfunctory nature. A few 
of the big shareholders would attend the 
meetings, and the majority in numbers 
would be represented by proxies, with 
the result that what was done would 
reflect the wishes of those owning the 
biggest block of shares. But this year’s 
meetings have shown a considerable de- 
viation from this course. In many cases 
the shareholders have not been content 
to be represented by proxies, but they 
have attended in person, and in some in- 
stances have shown a surprising interest 
in the proceedings, and have not hesi- 
tated to express their views in plain 
language. 

This development must be regarded 
with satisfaction. For while the man- 
agement of a bank is entrusted to the 
officers, chosen by the directors, who in 
turn are elected by the shareholders, it 
will be seen that the ultimate responsi- 
bility rests upon the latter group. 

Had bank shareholders been generally 
more vigilant in their choice of direc- 
tors, and in scrutinizing their doings, it 
is inconceivable that some of the bank- 
ing scandals recently exposed could have 
attained their shocking dimensions. 

Manifestly, the shareholders of a bank 
cannot directly engage in its manage- 
ment. But it is equally plain that they 
cannot evade responsibility for the char- 
acter of the management, which is actu- 
ally dependent upon their choice of di- 
rectors. Perhaps many who “invest” in 
bank shares for income or speculation 
are altogether unmindful of this obliga- 
tion. 

While it may be impracticable to in- 
sist that bank shares shall be held only 
by those who would seriously regard the 
obligation indicated, it is highly desir- 
able that the controlling interests shall 
be of this character. That they usually 
are so in the case of banks that have 
long and profitably survived would seem 
to be a fair inference. 
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In their increasingly popular character 
the annual meetings of shareholders of 
the American banks are approaching the 
character of similar assemblages among 
the leading British banks. This similar- 
ity also extends to the annual reports or 
addresses made by the executives of our 
banks. Many of these are now of a high 
order, dealing not only with the posi- 
tion of the banks, but considering the 
general economic situation here and else- 
where, and discussing monetary and 
banking laws and policies. 

From these changes one may reason- 
ably reach the conclusion that the lead- 
ing banks of the country have an in- 
creasing sense of their responsibilities, 
and that banking is tending toward a 
more professional type. All this makes 
for greater banking safety. 

The years immediately preceding the 
present one have been periods of trial 
for the banks of the country. Unfortu- 
nately, many have not been able to with- 
stand the hard test of the times. Those 
that have survived are worthy of in 
creased public confidence, for a bank 
that can emerge unscathed from such 
periods of distress must be considered 
capable of resisting any conceivable 
shock. 

Banks have probably derived many 
valuable lessons from the experience of 
recent years, and will apply them. It 
must not be forgotten that it is not the 
banks alone which are in need of such 
instruction. 


ANNUAL REPORT ON THE 
FINANCES 


ROM the Annual Report of the 
} Secretary of the Treasury the fol- 
lowing information is obtained re- 
garding the state of the public finances. 
Total receipts, exclusive of trust fund 
items, during the fiscal year 1933 were 
$2,079,696,742, as compared with $2,- 
005,725,437 in 1932. A large increase 
in miscellaneous internal revenue re- 
ceipts, chiefly due to new and increased 
taxes, and a somewhat smaller increase 
in miscellaneous receipts more than off- 
set the continued decline in receipts from 
income taxes and customs duties. 


During the fiscal year 1933 expendi- 
tures chargeable against ordinary re- 
ceipts (exclusive of trust fund items) 
amounted to $3,865,915,459, as com- 
pared with $4,885,909,686 for the fiscal 
year 1932. Expenditures thus classified 
do not include net payments on account 
of purchases of notes of the Reconstruc- 
tion Finance Corporation aggregating 
$1,277,038,168 in 1933 and $267,735, 
209 in 1932. Total expenditures includ- 
ing these payments amounted to $5,142, 
953,627 in 1933 as compared with $5, 
153,644,895 in 1932. 

At the end of the fiscal year 1933 the 
gross public debt outstanding was $22, 
538,672,560 and showed an increase of 
$3,051,670,116 for the fiscal year. 

Following are the Secretary’s estimates 
for the fiscal years 1934 and 1935: 


Excess of 


Receipts Expenditures Expenditures 
1934 $3, 259,938,756 $9,891,178,467 $6,631,239,711 
1935 3,974,665,479 4,486,562,500 511,897,021 


The President's budget message, sum- 
marized in succeeding pages, gives more 
complete details of the fiscal position of 
above figures. If the Secretary's esti- 
mates of the receipts and expenditures 
for the fiscal year 1935 should be borne 
out by actual results, the huge deficit for 
the two preceding fiscal years could be 
regarded with less concern, as the coun- 
try would be measurably in sight of a 
balanced budget. As shown by the Secre- 
tary’s report, one source of revenue has 
undergone a serious shrinkage, income 
taxes amounting to only $746,200,000 
in the fiscal year 1933, compared with 
$1,057,300,000 in 1932. Future re: 
ceipts from this and other sources will 
be governed by the extent to which busi- 
ness recovery takes place. 


THE SEARCH FOR A FITTING 
WORD 


MONG those engaged in literary 
pursuits the search for the right 


word to express the exact shade 
of meaning the author seeks to convey 
often proves baffling. And, apparently, 
this difficulty has been experienced 0 
late by those who are called on to de 
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scribe the “taking over” of gold from 
the Federal Reserve banks by the Gov- 
ernment. One day the word used to 
describe this process is “take,” the next 
it may be “commandeer,” “capture,” 
“recapture,” and even such harsh terms 
as “confiscate” and “steal” have been 
employed by a few unmannerly souls. 
The Commercial and Financial Chron- 
icle of New York describes the operation 
as “simply larceny on a large scale.” 
What the venerable and _ heretofore 
rather respectable “Uncle Sam” would 
become, should this view be accepted, 
one must refrain from saying. 

Perhaps, after all, in this case the act 
is of superior importance to the term 
that describes it. The fact that various 
words have been employed to designate 
an action considered by many of doubt- 
ful morality indicates that the moral 
sense of the community is not sufficiently 
blunted as to be willing to look upon 
this transaction in the light of the harsh 
terms which some have applied to it. 


SELF-CONTAINED AMERICA 
Prten tiem are the sources of joy. 


From them may be drawn inspira- 

tion to dispel much of the existing 
gloom. Foremost among these joy-creat- 
ing agencies are the self-constituted com- 
mittees, devised for the purpose of re- 
forming society, with the incidental and 
not-to-be despised prominence to be 
gained by those who eagerly join in 
these uplifting activities aimed at a be- 
nighted and obdurate world. So mani- 
fold are these attempts at public enlight- 
enment that all shades of opinion are 
embraced. But usually they are of the 
reforming type. Nothing so appeals to 
the average individual as to be invited 
to join in an effort to reform other in- 
dividuals or the world in general. Those 
who believe in maintaining things as they 
are—the defenders of existing institu- 
tions and conditions—display less of this 
receptiveness to organized propaganda. 
Present attention is directed to one of 
the most recently formed of these com- 
mittees of uplifters—the Committee for 
America Self-Contained. Its main ob- 
ject appears to be, no truck with the 


foreign devils. Our business is with our 
own country—America for Americans. 

Before considering the policy this com- 
mittee would enforce, its extension may 
well be considered. If trade with other 
countries is to be restricted to narrow 
limits, or prohibited altogether, why not 
carry out all the implications of this doc- 
trine? The North should not trade with 
the South, nor the East with the West. 
New York should have no traffic with 
New Jersey. One city should not trade 
with another in the same state. All 
housewives should not be permitted to 
carry their market baskets beyond the 
limits of the “block” or “square” in 
which they reside. Patronize neighbor- 
hood stores alone should become a uni- 
versal slogan. 

What are the main ideas back of the 
movement sponsored by this committee? 
Under the heading of “America’s costly 
experiences in international finance and 
trade,” a pamphlet published by the 
committee contains these statements: 


“What have we received besides the 
scornful reproach of ‘Shylock’! for all 
of our international meddling and 
money lending? 

“There is nothing more eloquent than 
simple facts and figures. The ease with 
which the Federal Reserve banks created 
credit during the war gave us the delu- 
sion of limitless wealth, whereas in actu- 
ality, our real wealth, measured in pro- 
duction, increased at about the average 
rate. Yet, we thought we had credit to 
toss around. 

“Intoxicated by the profits of 1919 we 
set out to capture the trade of the world. 
We lent huge sums exceeding a billion 
a year from 1925-28 to pay for our 
own exports. This was a purely artificial 
stimulation, for it is obvious that export 
trade cannot be maintained indefinitely 
on unpaid loans; but the idea developed, 
and still persists in many quarters, that 
American prosperity depends on a brisk 
export trade. Yet in these years our 
exports did not increase in proportion 
with money advanced. In fact, they 
rarely exceeded the general average of 8 
per cent. of our national production, and 
were less than in some years of our his- 
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tory when we were not considered an 
exporting nation. 

“In our feverish desire to lend money 
we found every nation’s credit position 
perfectly sound, even that of certain 
bankrupt South American countries. If 
a country had previously defaulted it 
was logically proven that that was be- 
cause insufficient sums had been lent, 
and that the advance of fresh funds 
would set all matters right again. 

“Our war loans, even after drastic 
reductions, amount to some $21,000,- 
000,000, including principal and inter- 
est to the end of the period of payment. 
And the Department of Commerce esti- 
mated our long-term private lendings by 
the end of 1932 at $15,000,000,000. 

“Had we kept bookkeeping accounts 
of these transactions, we might have 
asked ourselves if our debtors had the 
capacity to pay these $36,000,000,000— 
and if they were to be repaid in goods, 
how this could be done without destroy- 
ing certain home industries, creating un- 
employment, throwing our economic ma- 
chine out of balance and lowering our 


standard of living.” 


Boiled down this criticism of our for- 
eign lending comes to this: We acted 
without judgment, and have suffered the 
consequences of rashness and inexperi- 
ence. Foreign loans, judiciously made, 
can be of benefit both to the lender and 
borrower, as the experience of England, 
Holland and other countries show. 
Many of our foreign loans have turned 
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out badly. So have many of our domes- 
tic loans. 

The self-contained committee finds 
that had we been repaid the $36,000, 
000,000 of foreign loans in goods our 
standard of living would have been low- 
ered. How the bringing into the coun- 
try of goods valued at so large a sum 
would lower the standard of living is 
not explained. Had our people received 
and been able to consume so much 
wealth, it is inconceivable that this 
would have required any tightening of 
the national belt. 

“Science,” says this  illuminative 
pamphlet, “is destroying international 
trade.” 

From this the hope follows that 
science will gradually push northward 
the limit of the Tropic Zone, so that 
we may produce our own bananas, rub- 
ber, coffee, sugar, etc., etc. By a 100 
per cent. duty on olive oil, instead of the 
present rate, we may raise its produc’ 
tion from the existing 1 per cent. of 
consumption to twice that amount. 

According to the committee, self-con- 
tainment does not imply cultural or 
spiritual isolation. Which seems a short- 
sighted view. Cultural relations are but 
the insidious means of undermining pure 
Americanism. Let us have none of 
them. Even the current language, bear- 
ing as it does at least a faint resemblance 
to that of England, should be discarded, 
and Choctaw or some other undiluted 
idiom put in its place. 
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These NRA Service Charges 


By JAMEs C. GOWING 


HE average banker, as represented 

by the American Bankers Associa- 

tion’s Regional NRA Code Com- 
mittees, appears to have become that 
which might properly be termed “item 
conscious.” This seems to be a some- 
what befogged state of mind in which 
the customer’s account is a constant 
flurry of checks and deposits, and in 
which the foundation on which his 
business is built, the customer’s dollar, 
is forgotten. During the past few 
years this condition has been growing 
and at the present time it lends weight 
to an also growing public opinion that 
the average banker’s one idea of good 
management begins and ends with a 
service charge. Most certainly events 


of the past year have done little other 


The 


than justify such impressions. 
proposed “fair practice” 


provisions of 
the regional 


reflected in 
measured service and analysis charges 
tend to substantiate this impression and 
create the reaction that the banker is 
using the NRA as an opportunity to 
unload his entire expense of doing 
business on a public that has already, 
in the parlance of the day, been played 
for a “sucker.” 

In so far as such an objective is to be 
accomplished through the medium of 
these two methods of charging, con- 
siderable doubt may well exist as to 
the probable lasting success. This for 
the reason that both of these methods 
are fundamentally wrong. 

Each system is predicated on the 
theory that from each dollar of cus- 
tomers’ money there must be deducted 
a cash reserve at a “fixed” percentage, 
and that the balance of each dollar will 
earn an income, at a “fixed” percentage. 
These fixed percentages are correct only 
when applied to deposits as a whole, not 
when applied to individual accounts. 

By way of example, let the reader 
consider how it is possible for any 


codes as 


bank to pay an average of $125 per 
day from an account with an average 
balance of $500 on which a 15 per 
cent. reserve of $75 is maintained. 
Under our present system this account 
is equal to another of $500 against 
which only $25 per day is drawn. No 
weight is given to the fact that $50 
is borrowed from the second account 
daily to pay the checks of the first and 
that the maximum possible balance in 
the first example available for income 
is $375, not $425. 


STANDARD SYSTEM 
Bank Acct. A Acct. B 


Deposits .........$1,000 $500 $500 
Reserve 15 percent. 150 75 75 


Balance for Income 850 





425 425 
ACTUAL 
$1,000 

150 
Reserve 25 


Deposits 
Reserve 15 per cent. 
Necessary 


$500 $500 


Balance for Income 850 475 

A fixed percentage for income. Why 
is there any distinction made between 
savings deposits with a low turnover 
and demand deposits with a_ high 
velocity if the same rate of income 
is earned by each account shown above? 
The reason is not in the difference in 
reserve requirements, but in the fact 
found in actual practice that the lower 
turnover of savings deposits allows in- 
vestment in slower liquidating assets, 
with consequently higher earning re- 
turns, than is possible of demand de- 
posits. This is also true of demand 
deposits within themselves. Taking the 
ABA Bank Management conversion 
schedule for demand deposits as ad- 
vanced in their Management Booklet, 
number 10, and setting up the foregoing 
accounts as closely to their percentages 
as the figures will permit, we have on 
a straight line basis approximately the 
following: 
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Acct. A Acct. B 
MUNI accra seilai ee xi @ bape Worapla gee $1,000.00 $500.00 $500.00 
Menerve ES) Her eénticn 6552 css ce 150.00 
PHECEMATY TRESBEVE 55.0505 0:0 view oe 0ce 125.00 25.00 





Balance for Income 


Bank 
Invested in 25 per cent. Secondary 
Reserve at 4 per cent.......... $250.00 
50 per cent. loans and discounts 
OOF PEP GEE oon 6 os be hoe sees 500.00 
10 per cent. investments at 6 per cent. 100.00 


Rate on average balances........ 
Rate on Balances for Income..... 





It will be obvious from the above 
that in order to maintain necessary 
liquidity with a minimum loss of income 
the invested funds of Account B will 
earn more than those of Account A. 
Due to the rapid turnover of Account 
A it would be almost impossible to 
invest any of its funds in the highest 
earning assets. 

Let it be further considered that 
each of these accounts have the same 
number of items in which event the 
expense will be the same. Should the 
banker overlook the fact that he has 
handled in 360 days a total of $45,000 
on an average earning balance of 
$375.00 for Account A as against but 
$9,000.00 on $475.00 for Account B? 
It is the writer's contention that the 
profit due on any account should be 
either based on a flat percentage of the 
average balance carried, as now obtain- 
ing, or on an equalized percentage of 
the total business handled, whichever 
is greater. It is also contended that 
the theory of compensating balances, if 
used, should apply only to actual ex- 


ee ss 









Padi e -enareae bas $850.00 





oe 


$375.00 $475.00 





Earning Acct.A Earning Acct.B Earning 


$10.00 $125.00 $5.00 $125.00 $5.00 


25.00 250.00 12.50 250.00 12.50 


6.00 100.00 6.00 











$41.00 $17.50 $23.50 
4.10 3.50 4.70 
4.82 4.66 4.94 


pense. It should not apply to expense 
plus profits due as is recommended by 
one State Banker’s NRA Committee, 
under which program it constitutes a 
method of compounding profits. 

The Regional Banker’s NRA Com- 
mittee manual starts page eleven with 
the sentence “No accounts are to be car- 
ried at a loss to the bank or at the 
expense of other depositors.” The last 
part of that sentence has, to some extent, 
been disregarded in the two great charge 
systems now in effect. The banker will 
probably avoid some adverse legislation 
and considerable public resentment when 
he can demonstrate to his clientele that 
his charges are fair and not a flat tax 
imposed because of an_ inability to 
equitably discriminate between the 


profitable and unprofitable account. 

Until some effort is made to adjust 
the inequalities now existing, the service 
charge under the NRA while a seeming 
success, is, aS an incentive to further 
good business and good will, an absolute 
and total loss. 















A Scottish View of America’s 
Banking Crisis 


By GEORGE BALFOUR MILLER 
National Bank of Scotland Limited 


American bankers should be interested in the following analysis of the causes, history 
and lessons of the banking crisis as seen through the eyes of one of our Scottish 


colleagues. 


The essay which is reprinted below from “The Scottish Bankers Magazine” 


was awarded first prize in a competition arranged by a committee of the Institute of 


Bankers of Scotland.—EpirTor. 


N examination of the crisis which 

in the early months of 1933 over- 
whelmed the entire banking sys- 

tem of the United States of America 
leads almost inevitably into two broad 
channels of enquiry: the structure of the 
system which suffered so severely, and 
the various forces, economic and psycho- 
logical, which assailed it. Not that this 


convenient division can be entirely main- 
tained. Banking and the economic life 
of a country are too closely interwoven, 


their mutual interdependence is too 
great for any rigid line of demarcation to 
be drawn between them. Particularly 
is this the case in the United States, 
where it has always been the policy of 
the banks to maintain a much closer re- 
lationship with industry, both directly 
and-through their “industrial affiliates,” 
than is considered desirable or prudent 
in this country. The tying up of large 
proportions of their resources in fixed 
loans has been one of the main causes of 
all the recent difficulties of the banks, 
who’ have had cause bitterly to regret 
their excursion into what was a virtual 
partnership with industry. 

The growth of the banking system in 
the United States has been influenced 
by two important factors: the vastness 
of the country, which in earlier days 
militated against the development of 
branch banking as we know it in this 
country, and an intense local patriotism. 
There can be no doubt that as a result 
of the latter there exists in the United 
States a strong antipathy to what is com- 
monly known as “joint stock banking,” 


and the result is seen in the existence of 
thousands of small local banks dependent 
almost entirely upon the prosperity of 
the particular district in which they 
operate. The practice, too, of allowing 
incorporation under different codes of 
legislation has led to friction between 
banks constituted under state law and 
those subject to Federal control, the mem- 
bers of each group being desirous of ex- 
tending their own privileges and restrict- 
ing those of their rivals. National banks, 
for example, were permitted to make ad- 
vances against “real estate” because state 
banks already had that power. The lat- 
ter, on the other hand, have been suc- 
cessful in restricting branch extension on 
the part of national banks to those places 
where state banks were already per- 
mitted to have branches. 

Early attempts were made in 1791 
and again in 1816 to provide the coun- 
try with a central institution similar in 
constitution to the Bank of England, but 
in each case political feeling was strong 
enough to prevent a renewal of the 
bank’s charter. The companies were 
compelled to go into liquidation, and the 
rapidly growing area and population of 
the United States were served by an 
ever-increasing number of local and 
state banks, the Federal Government be- 
ing for a time content to leave the neces- 
sary control and legislation to the various 
state authorities. 

The first real attempt to apply a uni- 
form code of banking legislation to the 
whole country was made during the 
Civil War, when the national banking 
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system was founded, with provision for 
effective supervision and inspection of 
member banks. The various state legis- 
latures, however, actuated by the some- 
what parochial spirit already mentioned, 
encouraged the incorporation of banks 
under much more lenient conditions, and 
by 1894 state banks exceeded national 
banks in number. 

The economic and banking crisis of 
1907 demonstrated the need for some 
form of central organization for the 
banking system in the United States of 
America, and the findings of the Na- 
tional Monetary Commission, which had 
been set up in 1908 to enquire into the 
system, were embodied in the Federal 
Reserve Act of 1913. The Federal Re- 
serve System, by the establishment in 
various parts of the country of a series 
of twelve banks, their capital stock sub- 
scribed by the national banks of the 
district covered, to a certain extent ful- 
fills the functions which in other coun- 
tries are performed by a central bank. 
National banks are compelled to keep a 
certain proportion of their reserves with 
the Federal Reserve banks, and the dis- 
count rates announced by the latter from 
time to time serve as a standard for the 
country. An obvious weakness is the 
fact that two-thirds of the banking ac- 
tivities of the United States are outside 
the scope of the Federal Reserve System. 
So, too, is the constitution of the con- 
trolling board, which is made up of the 
Secretary of the Treasury, the Comp- 
troller of the Currency, and six members 
appointed by the President of the United 
States with the assent of Congress. The 
introduction of any such form of gov- 
ernmental control cannot be held to be 
desirable, especially in view of the un- 
savory nature of many political activities 
in that country. The management of 
many of the smaller banks is too often 
in the hands of men who have had little 
banking experience. It is not uncom- 
mon for a successful business man to 
launch out on a banking career, either by 
founding a bank himself or by accepting 
an important position in some already 
established concern. Such a man is not 
likely to have a true appreciation of the 








traditions of banking or of the peculiar 
problems and responsibilities which his 
new venture entails. It is probably in 
this direction that we must look for an 
explanation of the fact that even in 1928, 
the year of the country’s greatest pros 
perity, no fewer than 491 failures oc- 
curred among American banks.* 

The economic history of the United 
States of America during the twenty 
years preceding 1931 was a record of 
unparalleled expansion and of remark- 
able prosperity. During the first three 
years of the Great War, while indus- 
trial activity in Europe was at a stand- 
still, the United States seized many of 
the markets of the world. Vast profits 
were made through the supply of war 
material to the belligerents. The close 
of the war found the country with in- 
dustries expanded far beyond the limits 
of home consumption. Outlets were 
found for this surplus production in the 
impoverished countries of Central Europe 
and in South America, but only at the 
expense of large loans made to these 
countries by America. In the course of 
a determined effort to replace London as 
the financial center of the world, favor- 
able rates were offered to foreign bor- 
rowers, usually with the proviso that a 
certain proportion of the loan must be 
expended in the United States. For a 
number of years American exports to 
these countries were, to a great extent, 
financed by a stream of loans granted 
by America herself. Continually ex- 
panding activity in industry and finance 
in the United States, with consequent 
high interest rates, gradually diverted 
the flow of American money from ‘for: 
eign to home investment. A policy of 
ever-increasing tariffs closed the door 
against imports from debtor countries, 
and made impossible any liquidation of 
their indebtedness to America by the 
transfer of goods to that country. 

The United States had entered upon 
an era of apparently boundless prosper’ 
ity. The funding of war debts in 1923 


*This figure, and subsequent statistics re- 
lating to American banking, have been quoted 
from various issues of the Federal Reserve 
Bulletin from February to July, 1933. 
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ensured a steady revenue to the Ex- 
chequer, and immense budget surpluses 
were shown. 

The purchasing power of the people 
was greatly enhanced by the high wages 
paid in industry and the resultant in- 
crease in the flow of immigration. A 
marked advance in the installment system 
of purchase provided yet another outlet 
for a continually increasing production. 
Soaring share prices encouraged a frenzy 
of speculation, which spread over the 
country and affected every class of per- 
son. The result was inevitable, but the 
collapse of the Stock Market in 1929 
was regarded as a painful but temporary 
phase, the slump in share values merely 
as a natural decline and reaction from 
the inflated prices to which they had 
been forced by the tremendous volume 
of buying. Other countries might be 
experiencing financial difficulties and an 
ominous increase in unemployment. It 
was inconceivable to the people of the 
United States that the troubles of these 
remote countries could, to any extent, 
react upon their own affairs. The 
American policy of economic isolation 
was intensified. Tariffs were still further 
increased. Reparations and war debt 
payments were insisted upon, although 
their continuance was draining Europe 
of its gold reserves and laying more 
grievous burdens upon its peoples. It 
was the declared intention of the United 
States to keep aloof from the troubles of 
the rest of the world. 

A gradual but inexorable decline in 
world commodity prices was first felt by 
the United States in the agricultural dis- 
tricts, where the multiplicity of small 
banks was most pronounced. Dependent 
as they were almost entirely upon the 
prosperity of their own immediate 
neighborhood, their investments depreci- 
ated by the collapse of the Stock Market, 
and with a large proportion of their 
assets locked up in “dead” advances to 
farming customers, numbers of country 
banks were compelled to suspend pay- 
ment. During 1930 bank failures more 
than doubled, and 1345 banks, with total 
deposits of $864,000,000 were involved. 
In 1931 the figures were even higher— 
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2298 failures with deposits of $1,692,- 
000,000, the mortality being by far the 
greatest in banks serving agricultural 
areas. 

During 1932 the full effect of the 
world depression became felt in the 
United States. The decline in exports 
became more and more pronounced. 
Foreign countries could no longer afford 
to buy, and emulating the example of 
America imposed new tariffs and multi- 
plied existing duties on imports in an 
attempt to reduce their unfavorable 
trade balance. The country’s difficulties 
were none the less severe from having 
been so long delayed, and the banks, 
shackled as they were to the wheels of 
industry, were immediately affected. 

With a view to assisting those banks 
which, while still sound, were embar- 
rassed by the dead weight of “frozen” 
loans, the National Credit Corporation 
had been founded in 1931, its funds 
being provided by a levy upon the 
stronger institutions. It was soon real- 
ized, however, that more powerful sup- 
port would be required than was in the 
capacity of the corporation to provide, 
and its place was taken in 1932 by the 
Reconstruction Finance Corporation, a 
Treasury concern with very much 
greater resources. Five hundred million 
dollars were placed at its disposal by the 
Treasury, and the new corporation was 
empowered to make advances up to 
$2,000,000,000 in all. Loans were made 
to banks against security which was 
temporarily unrealizable, and the greater 
part of the sums so secured by them 
was invested in Government securities. 
The activities of the corporation resulted 
in a temporary decline in the number 
of banking failures in 1932—1453, but 
early in 1933 they began to increase at 
an alarming rate. 

A serious blow to public confidence 
was given by Congress in January by 
the publication of a list of banks to 
which assistance had been given by the 
Reconstruction Finance Corporation, an 
astonishing action which is believed to 
have been due largely to a_ political 
maneuvre. Withdrawals of deposits in- 
creased, with a widespread hoarding of 
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currency and gold. The first general 
collapse occurred in the State of Michi- 
gan, where the banks had been seriously 
affected by large advances to the auto- 
mobile industry and extensive loans 
against “real estate.” A rumor linking 
the name of the immensely wealthy 
Henry Ford with the difficulties of one 
of the largest Detroit banks added to the 
alarm, and on February 14 the Governor 
of Michigan proclaimed a bank holiday 
in that state, “for the preservation of the 
public peace, health and safety, and for 
the equal safeguarding without prefer- 
ence of the rights of all depositors.” The 
actual holiday was of short duration, and 
on the following day the banks were 
allowed to reopen provided no prefer- 
ence was given to any class of deposi- 
tors, but the fact that such an extreme 
step had been considered necessary 
caused the greatest consternation 
throughout the United States. Demands 
upon the banks grew more and more 
insistent. The calling up of reserves by 
the smaller banks added greatly to the 
difficulties of the city banks with which 
the reserves were held. The widespread 
hoarding led to a shortage of currency, 
to augment which clearing-house cer- 
tificates bearing the joint obligation of 
all the banks were hastily printed. 

On February 21 the states of New 
Jersey and New York passed measures 
allowing the banks to confine payments 
to depositors to the extent of their hold- 
ings in cash and Government securities. 
Numerous states gave authority to state 
banks to limit withdrawals, and on Feb- 
ruary 25 President Hoover signed a bill 
authorizing the Comptroller of the Cur- 
rency to extend similar permission to 
national banks. Bank holidays were de- 
clared in various parts of the country. 
Panic increased, and was intensified by 
the resignation of the chairman of the 
National City Company following ir- 
regularities disclosed by a Government 
investigation. Public confidence was by 
now completely undermined. The 


boundless optimism of yesterday had 
evaporated. Now nothing seemed secure, 
no institution worthy of trust. The 
of which much might 


Government, 
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credited, and had suffered a heavy de- 
feat at the elections four months before. 
No attempt was made for a great na- 
tional effort, the suspension of party 
prejudices and the adoption of a form of 
national Government such as had been 
arrived at in this country in another 
great national emergency sixteen months 
earlier. The last few days of the Hoover 
Administration witnessed the culmina- 
tion of the crisis and the general paraly- 
sis of the banking system. 

On the morning of Saturday, March 
4, the Governor of the State of New 
York issued a statement proclaiming that 
day and the following Monday to be 
bank holidays. Similar action was taken 
in Illinois, Massachusetts, New Jersey, 
Pennsylvania and elsewhere. Banking 
activity in the United States was prac’ 
tically at a standstill, and on that day 
dollar dealings were suspended in Lon- 
don, no quotation being given until the 
13th. 

The psychological effect of the change 
of Government and the installation of 
President Roosevelt were in themselves 
undoubtedly great. The measures taken 
during the course of the next few days, 
effective though they were, made little 
difference to the actual position of the 
banks. A general “Banking Holiday,” 
proclaimed on March 6, merely allowed 
them a short breathing space. The 
change of attitude by the public was 
due more than anything else to a deep 
relief that at last something was being 
done, and the new President’s proclama- 
tion to the nation had probably more 
effect by its inspiriting nature than all 
the legislation which was passed later. 

Meanwhile, the scarcity of cash was 
becoming acute and business had to be 
carried on largely on a credit basis. The 
clearing-house associations of New York 
and other large cities prepared plans for 
an issue of certificates to meet current 
requirements, to be issued against the 
pooled assets of the banks. These cer’ 
tificates were not actually put into cir 
culation, but it is worthy of notice, in 
view of later developments, that they 
were to be repayable at some future 





otherwise have been expected, was dis- 
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date in cash, but not necessarily in gold. 

On March 7 banks were allowed to 
accept new deposits, subject to complete 
withdrawals, such deposits to be backed 
entirely by Government securities or by 
cash deposited with the Federal Reserve 
banks. Permission had already been 
granted to the banks to accept payments 
due to them, and to extend facilities for 
the movements of foodstuffs. Arrange- 
ments were being completed for the re- 
opening of the banks for normal busi- 
ness, and on March 11 it was announced 
that the Secretary of the Treasury would 
issue licenses to all members of the Fed- 
eral Reserve System, situated in the 
twelve Federal Reserve cities, for open- 
ing on the 13th (Monday). State banks 
which were not members of the Federal 
Reserve System would also be allowed to 
reopen if the various state authorities 
considered it feasible for them to do so. 
All banks were required to produce evi- 
dence of their solvency, and no bank 
was to be allowed to reopen unless it was 
prepared to do business on an unre- 
stricted basis. Banks situated in cities 
having clearing-house associations would 
be permitted to resume business on the 
Tuesday, and other banks on _ the 
Wednesday. 

On Monday, March 13, approxi- 
mately 400 banks in the twelve Federal 
Reserve cities opened for business, and 
deposits were reported to be exception- 
ally heavy. Dollar dealings were re- 
sumed in London at 3.441/, or 1/4 cent 
lower than the last quotation on March 
3. At the close of the day the dollar 
had depreciated to 3.39, a significant 
expression of confidence in the intrinsic 
stability of the United States, particu- 
larly as the embargo on gold exports de- 
clared by that country on the 4th con- 
tinued in force. 

It was found that the general shortage 
in currency could be met by a large 
issue of Federal notes, issued against the 
security of Government bonds and notes 
of the larger banks secured by sound 
assets. The embargo on gold shipments 
was continued indefinitely, and a threat 
of severe penalties directed against 
hoarding led to large amounts of gold 
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being given up. In this connection, fig- 
ures published in the Federal Reserve 
Bulletin show that while during the 
week ended March 10 the reserves of 
the Federal Reserve banks decreased by 
$209,000,000, an increase was shown 
during the week to March 17 of $327,- 
000,000, and the ratio of reserves to 
Federal Reserve notes and deposits in- 
creased from 45.1 per cent. to 59.7 per 
cent. Panic had ceased. Within a few 
days approximately 13,000 of the 18,000 
banks in operation before the crisis had 
resumed business. On March 15 Wall 
Street reopened, and within a short time 
an issue of $800,000,000 of Treasury 
bonds was heavily over-subscribed, a cir- 
cumstance which a fortnight earlier 
would have been inconceivable. Yet no 
step had been taken which in any way 
improved the stability or the solvency 
of the banks. Their position had changed 
but little since the peak of the crisis on 
March 4. A certain weeding-out process 
had taken place by which the more 
deeply involved banks had not received 
licenses to reopen for business, but it is 
dificult to escape the conclusion that 
the crisis owed its worst developments 
to psychological causes. 

It cannot be said that the lack of con- 
fidence shown by the American public 
was without foundation. The develop- 
ment of banking in the United States 
of America has been marred by many 
disasters. 1857, 1873, 1893 and 1907 
are black dates in the financial history 
of the country, for each of these years 
witnessed crises causing immense loss to 
depositors, and a crop of failures beside 
which even the heavy annual mortality 
of American banks appears compara’ 
tively insignificant. Nor can economic 
causes alone be held responsible. Other 
countries have been suffering from a 
trade depression quite as severe as and 
of much longer duration than that ex- 
perienced by the United States. The 
recent banking troubles of Austria and 
Germany, which might at first sight ap- 
pear analogous to those of the United 
States, were in fact due to banking -and 
economic pressure, intensified by the pro- 
longed drain on their gold resources to 
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meet reparation payments. Our own 
country in August, 1931, underwent a 
serious financial crisis, again due to 
economic causes, through which the 
banks passed without an indication of 
the slightest alarm on the part of their 
depositors. 

The fundamental cause of the Ameri- 
can banking crisis lay in defects in the 
banking structure of that country, and 
in the methods by which the business of 
banking is conducted. The most glaring 
weaknesses in the system are the exist- 
ence of innumerable small local banks 
and the procedure of allowing incorpora- 
tion under different codes of legislation, 
with the resultant antagonism between 
the banks so constituted. The argument 
that the vast size of the country renders 
branch banking undesirable may have 
held good in the early days of the history 
of the country, when the “pony express” 
and other picturesque methods of trans- 
it were in force, but the rapidity of 
modern communications has destroyed 
much of the force of this theory. It is 
probable that future banking develop- 
ments in the United States will take the 
form of an extension of the practice of 
afhliation rather than the method of ab- 
sorption which has been such’ a promi- 
nent feature of British banking during 
the past century. During the last few 
years several such arrangements have 
been come to between American banks, 
of which that entered into by the Chase 
National Bank and the American Ex- 
press Company is an outstanding ex- 
ample. 

It is the declared intention of Presi- 
dent Roosevelt to compel the banks to 
confine their interests to legitimate bank- 
ing business. This may foreshadow a 
much-needed reform, but there are in- 
dications that in other directions his 
policy may have serious effects upon the 
banking system. A bill signed by the 
President on June 16 embodies a scheme 
for the guaranteeing of bank deposits 
by the creation of a fund for that pur- 
pose through a levy of 14 per cent. on 
deposits. The scheme will at first apply 


only to members of the Federal Reserve 
System, but will gradually be extended 


to take in all the banks in the country, 
A grave provision is that further levies 
may be made without limit to make good 
the losses of depositors in weaker banks, 
The disastrous possibilities of such a 
measure in the event of further wide- 
spread banking failures can well be 
imagined. It will be necessary for the 
banks to show a certain standard of 
solvency and stability, and it seems likely 
that those institutions which are left 
outside the pale of the scheme will suffer 
through the damaging publicity that 
their exclusion will necessarily incur. 
The mischief caused by the publication 
of the activities of the Reconstruction 
Finance Corporation seems already to 
have been forgotten. 

The passing into law of this bill has 
been effected in the face of the strongest 
opposition on the part of the American 
Bankers Association, and its operation 
is being looked forward to with the 
greatest misgivings. It is understood 
that a number of banks were so alarmed 
as to investigate the possibilities of with 
drawing from membership of the Fed- 
eral Reserve System, and only desisted 
from their attempts to do so at the pros 
pect of punitive legislation which might 
render their lot still more difficult. 

The banking outlook in the United 
States of America is not encouraging. 
Such legislation as has recently been 
passed or is at present pending seems to 
be mainly of a restrictive and hamper- 
ing nature rather than a real attempt to 
remove the weaknesses of the system. 
There can be little doubt that public 
sympathy has been alienated by the 
irregularities which have been brought 
to light in the course of various banking 
investigations, and it is significant that 
no prominent banker has been included 
in the advisory council which has been 


entrusted by the President with the car’ . 


rying out of the National Recovery Act. 
It appears to rest with the banks them: 
selves to take steps to put their house in 
order. One of the primary functions of 
a bank is the safeguarding of the money 
of its depositors, and in this respect the 
record of American banking during the 
past century is an unenviable one. The 
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flaws in the system are known and ad- 
mitted by responsible authorities in the 
United States. Their elimination will 
inevitably be difficult and slow, but 
surely not beyond the powers of a coun- 
try which has never been lacking in 
courage or resource. 

Of the economic state of the country 


little need be said here. The United 


States have so far held aloof from inter- 
national co-operation as a means of solv- 
ing the world’s problems, and the coun- 
try is engaged in an intensive effort to 
regain prosperity by concentrating on its 
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own domestic affairs. The National 
Recovery Act, whatever its ultimate re- 
sult may be, can be admired as a cou- 
rageous experiment. It is difficult to see 
how it can substantially restore the 
prosperity of the country without a gen- 
eral improvement in world conditions. 
It may be that the United States will 
yet come to appreciate that no country, 
however powerful, can be entirely self- 
sufficient, and that in a sympathetic co- 
operation with the rest of the world lies 
the best hope of a true and lasting pros- 
perity. 


Through the Wicket 


A Glimpse of Human Nature as Revealed Through the Tellers, 
Windows of The Chase National Bank 


HEN it comes to public rela- 

tions the key man in any bank 

is the teller. He is the man 
who spends his entire day in constant 
contact with customers and non-custom- 
ers of the bank and on his tact and 
diplomacy the public’s impression of the 
bank is largely built up. A day in the 
life of a teller in a large metropolitan 
bank is effectively described in a recent 
issue of The Chase, the monthly maga- 
zine published by The Chase National 
Bank, New York, which circulates among 
the bank’s staff. 


We quote from the article as follows: 


Of all places in the bank where human 
nature reveals itself in its truest and most 
striking colors, the tellers’ windows are the 
most outstanding. Here, in the course of a 
day, from ten in the morning till three in the 
afternoon, the whole gamut of New York 
personalities is run—from messengers and 
clerks cashing payroll checks at head office 
to business executives and society women 
cashing personal checks in the branches. How 
are these people handled and what is their 
response to the tellers who serve them? 
What are the prime requisites of a good 
paying or receiving teller? How much is the 
customer influenced by his attitude? These 
and many other questions occurred to the 
writer as he watched a number of people 
cashing checks at head office on a morning 
one day recently. 

The position of paying or receiving teller 


involves much more detailed and careful work 
than is evident to the casual observer at the 
window. Yet of it all, probably the most 
important phase from the standpoint of the 
teller’s own progress and that of the or- 
ganization he works for, is his ability to 
handle tactfully and skilfully the customers 
with whom he comes in contact. This de- 
mands patience and courtesy in the extreme 
since in the course of a day hundreds of 
different types of individuals of every caliber 
and temperament will make demands on him. 
Let us take for example the day the writer 
watched the various types of people cashing 
checks at head office. The first in line was 
an office boy cashing a check for one of the 
Chase vice-presidents. The vice-president 
was making a train and the boy was in a 
terrific hurry—the teller must count out three 
hundred dollars in the twinkling of an eye. 
The next was a burly negro whom the teller 
didn’t know but who handed him a check on 
The Chase National Bank with a well-known 
customer’s signature. The teller looked up 
inquiringly. Did the negro have any identi- 
fication with him—a card, a picture, a mono- 
gram, etc.? (After all, thought the teller, he 
might have found the check!). The negro 
became surly. No, he didn’t carry any identi- 
fication with him. Didn't the teller know 
Mr. Blank’s signature? Didn't he have brains 
enough to know the check was good—that 
Blank was a wealthy man? What was the 
matter with him, anyway? The teller an- 
swered politely but firmly that the check 
would have to be referred to an officer. The 
negro shuffled away muttering under his 
breath. 

The next was a uniformed 
satchel and a large payroll 


man with a 


check. The 
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money had to be counted out in certain de- 
nominations and it took the teller several 
minutes to do it. In the midst of it the girl 
next in line spoke up impatiently. Her “boss” 
left the office at 11:30 and he was waiting 
for this money. Couldn't the teller stop and 
take care of her? He was sorry but if she'd 
be patient just a minute longer, he'd be with 
her. By this time the negro was back. No, 
he wouldn’t stand in line again! Hadn't he 
been in line once before? There was an- 
other teller free—could he take care of him? 
Not at all! The negro wanted to see “the 
guy who turned him down before!”” The 
woman slipped over to the free teller. The 
negro followed the payroll man. “Yuh gotta 
cash this for me, anyway,” he snarled tri- 
umphantly. The teller was unruffled. He 
spoke quietly and confidently. “You see it’s 
like this, Mr. Harris. (He had evidently 
memorized the endorsement on the check.) 
It’s a matter of our customers. We simply 
make an effort to protect them on all oc- 
casions. Now suppose this were your .ac- 
count (here he pointed to the Chase cus- 
tumer’s signature) you'd want to be very 
sure, wouldn't you, that this money was be- 
ing paid to the right person and not to 
somebody who might have found-this check 
on the street? Now I don’t know you, but 
you've proved to be the right person. We're 
sorry to have to put you through all this 
red tape, but it simply means we're protect- 
ing Mr. Blank’s money—that’s all! Do you 
understand?” Light dawned on the negro’s 
face. For the first time he seemed to know 
what it was all about. ‘You win, brudder,” 
he said, “I guess I’se for you. I'll tell Mr. 
Blank how careful you fellows is of his jack 
ovah here!” And he shuffled away with a 
smile. 

Tellers, both paying and receiving, must 
always be careful that by word or action, 
they do not reflect on the honesty of a cus- 
tomer. At the receiving window when a 
teller must perforce count carefully each 
item deposited by a customer before that 
customer leaves the window, difficulty often 
arises. If the customer is in a hurry and 
there are many items to be counted, the cus- 
tomer often feels the teller distrusts him. 
But there are things a receiving teller must 
be on the lookout for as regards endorse- 
ments, counterfeit bills, etc., which prompt 
him to work accurately—and slowly, if neces- 
sary. One of our former receiving tellers 
recounts a story about a Chase customer who 
operated a restaurant on the river front. 
One day this customer came in with a 
package of currency to deposit—on the top 
a fifty-dollar bill, given him, the teller learned 
later, by a man just off a boat who had 
stopped for lunch hurriedly at the restaurant 
and who was catching an early afternoon 
train for the West. When the teller saw the 
bill he knew promptly it was counterfeit be- 
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cause all fifty-dollar bills have a Lincoln 
head on them and this one had a Franklin 
head. It proved to be a five-dollar bill that 
had been raised by a counterfeiter and passed 
to the restaurant keeper as a good fifty-dollar 
bill. 

It is very evident from the above that a 
teller’s job is one of the most interesting and 
absorbing in the bank. To be sure, it carries 
real responsibility—for not only must a teller 
be diplomatic, but he must be a good judge of 
human nature, alert to what’s going on around 
him, and accurate in the extreme when it 
comes to counting money and balancing his 
cash at night. A vice-president of the Chase 
who in the early days of his career was a 
receiving teller made an interesting statement 
along this line which bears repeating. He 
said in his days “behind the wicket” he al- 
ways tried to remember that it was the de- 
positors of the bank who paid his salary, not 
the bank itself; that if it weren't for the de- 
positors, there wouldn’t be any bank, and he 
wouldn’t have any job. He also added that 
if a teller realized the effect his attitude had 
on customers, he would always treat them 
with the utmost courtesy and respect no mat- 
ter what the circumstances were. “It is 
sometimes our only contact with customers,” 
he added. “They judge the whole bank by 
the attitude of this one teller.” 

In the branches, paying and receiving tell- 
ers have considerable more opportunity to 
become directly acquainted with customers 
than do the tellers at head office or in the 
down-town branches, where the paying and 
receiving business is mostly confined to pay- 
rolls, pay checks, and deposits of firms. In 
the down-town districts, messengers and 
clerks usually act as intermediaries and the 
tellers seldom get to know the principals. In 
the branches the opposite is true: there the 
tellers come in direct contact with the cus’ 
tomers—the business is more personal, the 
deposits and withdrawals for the most part 
are made by the individuals themselves. 

However, no matter whether it’s a prin’ 
cipal or intermediary who cashes checks, or 
makes deposits — looking “through the 
wicket” as it is known in the bank, presents 
a fascinating pageant of everyday business 
life that is to be envied by those who have 
never experienced it. A cross-section of 
human nature, it reflects the temperament 
and character of individuals—the failures and 
fortunes of life—not unlike that brief poem 
of Alexander King’s which reads: 


Through my window, I can see 

Life in all its pageantry. 

Fame, in pompous cap and gown, 
Sorrow, stopped, with head bowed down; 
Joy, with laughter in his eyes, 

Failure, downcast, wretched, wise. 

I would hate to have to miss 

Glorious pageantry like this. 







Settlements and Other Personal 
Trusts 


By CUTHBERT LEE 
Former Trust Supervisor, Guaranty Trust Company of New York 


HE knowledge of trusts and the 

custom of using them was brought 

to this country from England, and 
research would probably show instances 
of trusts created here very long ago, 
perhaps in the early seventeenth cen- 
tury. The author has been too occupied 
with today’s trust problems to explore 
trust history as widely as he would like, 
and the earliest American voluntary 
trust which he has run across is one 
created about 1768. Colonel Henry 


Vassall, Esquire, of Boston, who was a 
free spender in constant difficulties with 
creditors, finally arranged a voluntary 
trust agreement under which a planta- 


tion in Antigua belonging to his wife 
and already heavily mortgaged was 
given to indivdual trustees, to apply the 
income toward clearing off the mortgage, 
after which the property was to go out- 
right to the wife. This was accom- 
plished by 1795, with the result that 
the then widow enjoyed for the latter 
part of her life a comfortable assured 
income, instead of the worried hand-to- 
mouth existence she had led with her 
husband. 

The trust inter vivos is an exceed- 
ingly flexible instrument, and within 
this general group are many specialized 
forms. The common name in England 
for a voluntary trust is settlement, a 
term which might better serve here 
than voluntary trust or living trust, 
neither of which names are understand- 
able by the general public unless ex- 
plained. Unfortunately, however, even 
the term settlement is not quite satis- 
factory, because here at least it some- 
times carries an implication of debt, 
dispute or negotiation, which has no 
connection with the gift of property 
under a trust agreement. In this coun- 


try those trusts are more often called 
settlements which relate to divorce, and 
occasionally to marriage. 

MARRIAGE SETTLEMENT 

Seventy-five years ago a Frenchman 
wrote an amusing book about American 
community life in which he expressed 
his astonished admiration for the brave 
gesture of a young couple marrying on 
nothing but brawn, or brain, and hopes. 
There is undeniably something very ap- 
pealing in the thought of a marriage 
where not only is love the principal 
consideration, but where money receives 
no consideration at all. So ingrained is 
this emotional prejudice in our Ameri- 
can minds that, when the parents of 
either or both spouses have any money, 
elaborate efforts are usually made to 
pretend that the young people are self- 
supporting. Of course the tender 
parental heart cannot long stand the 
sight of the child enduring the rigors 
of poverty on the young man’s bottom- 
of-the-ladder salary, and from then on 
the parent “helps out” the couple by 
presenting clothes, a car, a radio, or by 
paying for a summer cottage or a maid. 
These handouts are welcome but irregu- 
lar, are rarely in cash and, if so, only 
for a use fixed by the giver, and they 
destroy self-respect and are a poor 
substitute for a regular contribution to 
income. 

The marriage settlement is a more 
orderly and dignified way of furnishing 
the capital for the new enterprise. In the 
form of a trust it removes the fear of 
the parents of a daughter, if they are 
the grantors, that would attend their 
giving a fund to the daughter outright, 
namely that her husband might spend 
or lose the principal, or in case of her 
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death fail to provide properly for the 
children. It likewise protects the bene- 
ficiary in case of divorce. If created 
after the marriage it does not differ 
from the usual voluntary trust; if it is 
desired to arrange the matter before the 
marriage, the agreement may be drawn 
to become effective only if and when the 
marriage takes place. 

If any provisions are to operate only 
so long as the couple remain married, 
the trustee needs to be vigilant in ap- 
prizing itself of any divorce or annul- 
ment, and should from time to time 
make sure that the status is unchanged. 
As a change may take place in a foreign 
country or state without the trustee’s 
knowledge, this situation subjects the 
trustee to risk. Hence it is better to 
insist that such a provision include an 
obligation of notice to the trustee, with- 
out which it shall not act or alter its 
administration as provided. The nature 
of any change, whether divorce, annul- 
ment, separation, or remarriage of the 
other spouse, upon which the trustee 
shall act should also be clearly defined, 
instead of a vague condition such as 
“shall cease to live together,” which 
might be difficult to distinguish from a 
necessary prolonged absence. 


DIVORCE SETTLEMENT 


The divorce settlement is, we fear, 
more common, and differs frequently 
from a regular voluntary trust. Either 
in the trust agreement or in a separate 
agreement or decree related to it, there 
is often a provision for a minimum 
annual amount of payments by the hus- 
band to the trustee, to be handed on 
by the latter to the wife. Only such 
part of this money is to be received 
as is lacking to make up the total after 
the whole net income of the trust has 
been considered. Obviously the trustee 
has no control over these auxiliary pay- 
ments, and the only reason for paying 
them through the trustee is to have an 
official record of them, and probably to 
provide the stimulus of a third party's 
cognizance of the performance of the 
payer, especially when the third party 
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has the impressive official air attributed 
to a banking institution. The exception 
is a case in which the trust income may 
be expected usually to be more than the 
minimum, and the excess income is to 
be paid to the grantor or somebody else. 

This handling of outside contributions 
is usually done without charge, but it is 
a bothersome task which should be paid 
for, either by having the agreement pro- 
vide that such amounts are to be com- 
missioned as income, or by making an 
agreed charge outside the trust. In any 
case the responsibility of the trustee 
should be defined so that no claim on 
it will succeed in case of default by 
the payer, and the action, if any, to be 
taken by the trustee to enforce payment 
should be precisely delimited. As the 
payments are only artificially related to 
the trust, it seems inappropriate to 
charge the trustee with any duty to 
collect or sue. 

The usuai saving clause makes some 
such provision as this: “The trustee 
shall be under no obligation to give any 
notice of any failure by any party here- 
to to fulfill the provisions of this agree- 
ment or to take any action against any 
party hereto for any failure to observe 
the terms hereof.” Complications of 
one sort or another are frequently en: 
countered, for in actual experience these 
payments show a fatal tendency to de- 
crease or disappear, and in hard times 
even a wife who has no authority to 
amend the agreement is often prevailed 
upon to instruct the trustee to waive 
payment. In the reverse case the wife 
sues for defaulted payments, and the 
trustee is involved in profitless litigation. 
It is probably better therefore to have 
the trust agreement establish a clean 
trust, and to have the supplementary 
payments, if they must be handled by 
the corporate fiduciary, received and 
paid by it as an act of agency under a 
letter of instructions apart from the 
trust. 

Jewelry, forms the corpus of some 
voluntary trusts. An example is the 
case of a mother who has died leaving 
to her husband certain jewelry, infor 
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mally destined for a young daughter. 
The husband does not wish to risk keep- 
ing it in his possession nor giving it to 
a child of the daughter’s age. Conse- 
quently he creates a voluntary trust and 
gives the jewelry to a corporate fiduciary 
as trustee, under an agreement provid- 
ing that for a fixed annual amount by 
way of commissions the trustee shall 
keep the jewelry in its vault until the 
daughter attains a given age, when it 
shall deliver the property to her; and 
in case of her earlier death the jewelry 
shall be delivered to other named persons 
or the next of kin. This trust is work- 
able and involves no trouble for the 
trustee; but jewelry in dead storage 
tarnishes, and the agreement cannot 
provide as flexible a method of handling 
such property as could be desired. 

A trust of this sort is an example of 
the many «rather unsatisfactory at- 
tempts made to preserve and hand down 
family heirlooms. In such a_ family 
there is little doubt that other objects, 
such as portraits, exist and present the 
same problem, but are not included in 
the trust because of their bulk. Jewelry, 
and all other valuable or prized family 
possessions, can more readily and suit- 
ably be handled by means of the practi- 
cal heirloom trust described below. 


HEIRLOOM TRUST 


The heirloom trust is a new type. 
It has not been fully tested, and is 
offered only for consideration as a 
possible vehicle for increasing trust busi- 
ness. It performs the same functions of 
preserving and handing down property 
as the usual voluntary trust performs 
for money and securities; but its differ- 
ent circumstances require a more com- 
plete plan. There is an_ increasing 
number of families of all classes, and 
by no means the older strains alone, 
who now value the family traditions of 
history, character, ideals and achieve- 
ments. With this feeling goes a desire 
to preserve and hand down the 
archives and memorabilia, which are the 
physical symbols and means by which 
succeeding generations become aware of 


the history and traditions of their 
family. 

An heirloom trust is established by 
one or more grantors; each member of 
the family who owns possessions such 
as heirloom furniture, silver, books, 
portraits and miniature, letters, deeds 
and genealogical records, gives them to 
the trustee, together with a fund sufh- 
cient to provide for expenses and the 
fees of the trustee. The terms of the 
trust agreement provide investment con- 
trol of the fund by the trustee, and in 
addition that the duty and responsibility 
of the trustee is to hold legal title to 
all the objects, to keep a record of them 
and their whereabouts at all times, to 
take whatever action is needed to keep 
them in good repair and condition, to 
store them safely in a suitable fireproof 
location when necessary and to hold 
accountable for them any member of 
the family to whom any of them are 
loaned. 

The agreement specifies who are the 
beneficiaries eligible to receive the ob- 
jects as loans, namely all the members 
of the family, defined in an unmistak- 
able and automatic manner, as for 
instance the grantor and his adult issue 
and, failing issue, his adult next of kin. 
The term of the trust is fixed as the 
duration of the lives of two designated 
youngest members of the family. Upon 
termination the entire property goes to 
the eldest adult male issue of the princi- 
pal grantor or his eldest adult male next 
of kin. Family tradition must be relied 
upon to cause this remainderman to 
recreate the system by establishing a 
new similar trust upon the same terms 
for a further legal period, and so on. 

If mere preservation were the desid- 
eratum, the entire body of family heir- 
looms and archives could be given to a 
museum or historical or genealogical 
society to be immured and for practical 
purposes lost to the family and even to 
the knowledge of succeeding generations. 
On the contrary the purpose is to retain 
in the family the pride and pleasure of 
use and enjoyment. Therefore it is in- 


tended that the objects shall be lodged 
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most of the time with various members 
of the family who show a reasonable 
interest and have a suitable home in 
which to keep them. 

Any member may apply to the trustee 
at any time for the loan of any object. 
The above determination and listing of 
the members of the family automatically 
indicates who is at any time the senior 
adult male member of the group, who 
may be designated as the current head 
of the family. The head of the family 
shall, at the trustee’s request, specify 
which members of the family shall re- 
ceive the loan of which objects and for 
how long. If the trustee does not receive 
such instructions within a named length 
of time it may apply to the next adult 
male in seniority, and so on through the 
whole line. In the event that during a 


full period of two years the trustee is 
unable to obtain any instructions, it is 
authorized to offer the entire collection 
or any part thereof to each of a list of 
institutions in succession, or failing ac’ 
ceptance by any of these, to any like 


existing institution, and upon acceptance 
of the collection the trustee shall deliver 
over the entire collection and remaining 
fund and terminate the trust. 

During the operation of the trust the 
trustee has the right to make such con- 
ditions and regulations regarding the 
loans as it thinks best, and to inspect the 
objects at its pleasure and, if it for any 
reason considers that they are not being 
properly cared for, to terminate the loan 
and receive the objects back to be re- 
loaned to the next member of the family 
on the list furnished by the head. Further 
the trustee’s obligations shall not extend 
and it shall not be liable for any loss or 
damage while the objects are out of its 
hands under these conditions. For the 
sake of simplicity and economy and be- 
cause the objects can usually not be re- 
placed, no insurance on them shall be 
carried by the trustee; but it may be au- 


THE BANKERS MAGAZINE 


thorized, if desired, to require that in- 
surance be carried by the borrower. The 
trustee should either be relieved com- 
pletely of any duty to take any action 
beyond a series of letters or calls toward 
recovery of any object and enforcement 
of its rules, or, if required to take action, 
should be authorized to do so only after 
the necessary funds are supplied by a 
member of the family to cover expenses 
of such action. 

It will be seen that the heirloom trust 
is adaptable to a wide variety of uses, 
among which is the handing down of a 
family homestead, which has been in- 
effectively attempted by various other 
means, and that this form solves in a 
notably simple and satisfactory manner 
the handing down of heirlooms, archives 
and memorabilia, whether of intrinsic or 
largely of historic and sentimental value. 
The duties imposed by the heirloom trust 
on the corporate fiduciary are such as 
by reason of its experience with estates, 
etc., it has ample qualifications and facili- 
ties to fulfill without requiring any extra 
personnel or expense; and the destina- 
tion of the objects and their ultimate 
disposition are all clearly decided. 

One of the advantages of the heirloom 
trust is the moral and_ psychological 
effect of having legal title in a banking 
institution as trustee; and when placing 
any object for the first time in the hands 
of any member of the family the trustee 
should fully explain the status and im- 
press on the individual the strictness with 
which law and custom treat trust prop- 
erty. Even if owned outright, property 
bound up with the history ‘and traditions 
of the family is properly regarded as 
held by any member in trust for future 
generations, so that if he abuses or loses 
it he has defrauded all future genera: 
tions of their natural right and heritage. 
The heirloom trust converts this vague 
duty into one which can reasonably be 
expected to be realized in practical fact. 





‘Other Securities” as Bank 
Investments 


By FREDERICK MUELLER, JR. 


This is the fourth of a series of twelve articles by Mr. Mueller in which he 
discusses the various problems involved in the management of the earning assets 
of the bank. The first article appeared in the October issue. New subscribers 
desiring back numbers of this series may obtain them on application.—Eniror. 


long time investments, other than Government bonds. 

The distinction is purely a qualitative one, resting 
upon the assumption that sovereign credit is generally more 
desirable than that of its subjects. (See last month’s 
article.) Both classes of investments serve the same pur- 
poses, but with a varying degree of satisfaction. Interest in 
this article lies in the tendency exhibited by national banks, 
over the period under consideration, in the use of other 
investments for bank credit extension. 

Opinion differs as to the reasons for the policy of invest- 
ment holdings, and “. . . two opposing schools of thought 
have arisen with respect to the basic factor causing banks 

place funds in securities. One insists that the use of 
surplus funds is the crux of the situation, the other main- 
tains that money rates are of prime importance.”' It is 
difficult to draw the line between these two factors. Low 
rates might very easily, very probably, be the cause of a 
lack of surplus funds, or surplus funds could logically be 
the cause of low rates. The question of which is reason, 
and which result; which is the proximate cause, would have 
to be qualified to the degree that any derived answer to 
the question would be competent for that particular case 
only. It does not seem unreasonable to view the two 
theories as complementary. Without inferring that the 

‘“auses are unimportant, but only that they are not a part 
of this inquiry, attention will be turned to the historical 


development of bank investments, over the period under 
review. 


Ey es securities, as used in this article, refers to 


*Steiner and Lansdon, “National Bank Security Holdings 1914-31.” The 
Journal of Business, April, 1933, p. 95. 
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To obtain an accurate perspective as to the manner in 
which the purchase of securities other than governments 
was carried on, the total can be broken down into the 
various types of obligations. Although there was no express 
provision permitting national banks to make investments, 
the power was apparently implied; for it was not until 
February 25, 1927, that the McFadden Act was passed, 
expressly permitting banks to purchase such securities 
“commonly known as investment securities,’ placing a 
limitation however of 25 per cent. of the unimpaired capital 
and surplus as the maximum which could be purchased of 
any single obligor. Although the bank would be in a 
creditor position, it would be by no means insured of attain- 
ing the end sought by such a position. It is true that a 
prior or senior claim is more desirable than is a Junior 
claim. Such a position, however, is most effective in a 
situation where a default has occurred. This is the antithesis 
of a bank’s objective however, as it has purchased the 
obligation for the liquidity it will have. Markets, when 
violent, destroy this attribute, and when the claim is reduced 
to a sharing of the liquidation proceeds of the obligor, the 
investment has failed in the cardinal principle for which 
the banker assumed the risk. The long term creditor posi- 
tion of all national banks is presented in Table 14. 

The analysis of the investments of national banks imme- 
dia* :ly brings up the question as to whether or not the 
banking business is one which should indulge in permanent 
fiancing on such a large scale. In what manner can this 
capital be retrieved in case of need? Obviously only by 
sale. Some argue that a sale is not anticipated, as 


Assets which are purchased for it (investment account) should be 
bought with the expectation of holding them to maturity unless it 
appears to be to the advantage of the bank to sell them.’ 


It is inconceivable, however, that a banker could be so 
perspicacious as to view events twenty, ten, or even five 
years hence, and purchase bonds on the basis of his expect- 
ancy. Rather than so closely judge its needs, a bank’s bond 
purchases are made with a view to an enhancement of 
income. 


*Atkins, Op. Cit., p. 123. 
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The investment account of a bank is organized principally to 
procure income of the bank. For this reason safety is the first 
consideration—Yield however, not liquidity, is the second factor of 
importance, with liquidity third.* 


If safety is the most important factor to consider in a 
bank investment account, it is doubtful if such has been 
achieved. We have already discovered the extent to which 
governments have been allowed to decline relatively, but at 
the same time commitments of a less secure nature have 
been increasing. In 1922 all banks held 10.75 per cent. of 
their investment portfolios in railroad bonds, and an addi- 
tional 7.03 per cent. in other public service bonds. This is 
a total of 17.78 per cent. of the total investment account in 
public utilities. During the decade under consideration, 
while the Government bond holdings were decreasing propor- 
tionally, the total of public utility bonds held increased to 
20.16 per cent. The banks were evidently turning to more 
liberal fields for their investments, and while it cannot be 
said that the utility. bonds are not safe, they surely cannot 
be given as high a rating on security as Government bonds. 


The risk attached to this type of security will vary. 


Electric light and power investments as a class warrent a high 
rating at the present time (1928) while the securities of electric rail- 
way companies are in decidedly lower standing. One, therefore, cannot 
rest content with the statement that all public utilities are desirable.’ 


The degree of safety then which we can accord to the 
“other public service corporation bonds” is problematical, 
depending upon the specific bonds owned. 

The trend exhibited in foreign investments is also indica- 
tive of the bank’s desire to enhance the return on their 
investments. Again we must be aware that foreign invest- 
ments are subject to the vicissitudes of international trade, 
and that their ultimate safety will depend upon the ability 
of the borrower to build up sufficient dollar credits with 
which to pay off both interest and principal. In speaking 
of foreign securities, Hardy says: 


Foreign government bonds have only recently come to occupy 4 
large share of the attention of the American investing public. 


*Tbid., p. 122. 
‘Badger, Investment Principles and Practices, p. 346. 
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The effect of the war has been to destroy the credit of certain nations 
whose securities formerly enjoyed this high rating as riskless securities, 
and to inject an appreciable amount of uncertainty into the status of 
others whose credit is still high. . . . The major risk .. . is the 
hazard of another great war, and this hazard is entirely incapable 
of mathematical estimate either as to the probability of its incidence 
or as to its probable effect upon the foreign bonds of the countries 
engaged in it.° 


In case any of these uncertainties materialize, the prices 
will react and liquidation may be forced on a receding 
market. ‘The ten year changes in this field are shown in 
Table 15. 


TABLE 15 
PROPORTION OF FOREIGN GOVERNMENT BONDS AND OTHER FOREIGN BONDS 
TO TOTAL INVESTMENT SECURITIES 
Year Per Cent. Year Per Cent. 
1922 5.52 1927 6.67 
1923 . 4.86 1928 .. ...1.69 
1924. .. 5.16 1929 ... a 7.41 
1925 6.35 1930 ... 7.63 
1926 = 6.37 1931 .. e 6.19 


There has been a consistent growth in this type of 
investment, except for the years of 1923 and 1931. The 
former year showed a decrease of .67 per cent., whereas the 
year 1931 showed a decrease over the previous year of 1.44 
per cent. In view of the unsettled financial markets in 
1931, it is only reasonable to assume that such change in 
the position of the bank’s holdings was made at a depre- 
ciated price level, which would be a source of loss. Both 
“Foreign Government Bonds” and “Other Foreign Bonds,” 
have increased in dollar amount, but in proportional amount 
the increase has been true in only one case. Foreign govern- 
ment bonds have decreased from 3.58 per cent. of the total 
to 3 per cent., whereas other foreign bonds have increased 
from 1.94 per cent. to 3.19 per cent. of the total. This shift 
from the one type of foreign obligation to another has no 
doubt been largely dictated by the comparative return on 
the two types. At the same time, however, an added risk 
has been assumed, for the commitment of funds to a 
foreign private enterprise is more dangerous than it would 


"Hardy, Risk and Risk Bearing, pp. 188-9. 
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be, loaned to the government whose jurisdiction encom- 
passed it. 

The growth in investment securities has not proceeded 
at the same rate in each class. The rate at which these 
various types of investments have been growing is indicated 
in Table 16. 

TABLE 16 


PROPORTIONAL INCREASE OF INVESTMENTS BY CLASSES FROM 1922 To 1931 
Type of Security Per Cent. Increase 
State, County, and Other Municipals sieeve, LAOLZO 
Railroad Bonds........... A ee 48.01 
Other Public Service Corp. Bonds............... ieee, SOCSO 
All Other Bonds.... a5, at 109.59 
Municipal Claims, Warrants, etc. veseseesee 61,94" 
Foreign Government Bonds..... patra eran ne 42.54 
Other Foreign Bonds.......... ae 179.02 


*Decrease 


By rearranging these items, as shown in Table 17, we can 
more clearly grasp the rate of increase as it was exhibited 
in the various groups, over this period. 


TABLE 17 


RECLASSIFICATION ACCORDING TO RATE OF INCREASE 
Type of Security Per Cent. Increase 
Other Foreign Bonds............. Bien ee 179.02 
Other Public Service Corp. Bonds......... 160.20 
State, County, and Other Municipal Bonds......................... 140.70 
All Other Bonds............ seabire RT OE EO a 
ROMPIEOAG OGG 255500556 ccdsescese 20054 Risto ercee eset e ee 
Foreign Government Bonds , OM eee eee 42.54 
Municipal Claims, Warrants, etc. ch o —61.94* 


*Decrease 


This bears out the statement that the banker’s interest 
had been drawn to foreign bonds, other than governments, 
in a degree more marked than any other class. This, no 
doubt, was because of the yield, for the safety of the funds 
was being jeopardized to a greater degree than had they 
been committed to some other form of invesment. We are 
confronted with a situation, the trend of which has been 
more pronounced than is any other type of investment, 
when the hazards surrounding the obligor are “incapable 





THE BANKERS MAGAZINE 


of mathematical estimate.” Still, in such a type of invest- 
ment, we find that banks have committed over 7 per cent. 
of their investment funds to these securities where “. . . the 
market rating is unfavorable... .’° This is not to em- 
phasize the fact that all foreign securities are unsound, but 
only to call attention to the fact that they are burdened 
with a most incalculable risk. 

Public service bonds other than railroads have shown 

early as strong a trend. As earlier pointed out, many 
ty pes of public utility bonds have grown into a very strong 
position, notably those of the electric light and power in- 
dustry. ‘Traction bonds, however, have grown weaker over 
this period, and the class of utility securities known as 

“holding company” bonds have been adversely affected to 

a very serious degree. ‘There is no accurate way of mak- 
ing a qualitative analysis of these holdings, but the class 
as a whole presents the possibilities of sound investment, 
with comparative price stability. The exceptions, however, 
have been erratic in price, and could have been the cause 
of considerable loss, in case liquidation was necessary at 
an inopportune time. 

The trend in the case of municipals is not surprising, yet 
not without dangers. It is not impossible for a state to 
default. In fact we have had three eras of state defaults 
within one hundred years. State and municipal bonds en- 
joy a high credit standing rightfully, and yet unwise bor- 
rowing policies, with consequent burdensome and confisca- 
tory taxation, may present impossibilities of meeting the ob- 
ligation. Badger remarks that excessive state debts 


leads to the inevitable conclusion that when a state becomes 
indebted for an amount that is in excessive relation to property 
values, the situation is dangerous. The pinch of heavy taxation is too 
easily relieved by resort to technicalities in an effort to prove a bur- 
densome debt illegal and void. Nor is there any adequate remedy 


open to the unfortunate bondholder in such a case.‘ 


In other words the mere investment in this class of 
securities does not preclude the possibility of a loss. Fur- 
thermore, in case of a default, the holder is in a less advan- 
tageous position than if he were a holder of a defaulted 


*Ibid., p. 189. 
"Badger, Op. Cit., p. 638. 
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industrial bond. In the latter case, it is at least possible 
to press a claim by legal procedure, whereas, by the holder 
of a state debt, no such procedure is possible. 

The same handicaps are likely to be present in any other 
municipal bond also, except in a more pronounced degree. 
Quite frequently, policies of cities are directed with less 
wisdom than those of states. A city’s growth and develop- 
ment is liable to be limited by the professional politician, 
as is also the wisdom of its fiscal policy and funded debt. 
When such is the case, the bondholder is in a more pre- 
‘arious position by far than if a holder of a state obliga- 
tion. A city, however, may be sued in case of default, 
which is one advantage over a state, but of mild interest 
to a bank which has invested in the obligation for safety, 
yield and liquidity. 

“Other Public Service Corporation Bonds” and “Rail- 
road Bonds” both fall into the class of securities called 
“Public Utilities.’ In order to view the interest the 
banks have had in this single field, both of these types 
should be combined. The growth shown by such a combina- 
tion is shown in Table 18. 


TABLE 18 


PROPORTION OF RAILROAD BONDS AND OTHER PUBLIC SERVICE BONDS 
TO INVESTMENTS 


Per Cent. to Per Cent. to 
Year Total Investments Year Total Investments 


1922 17.78 1927 20.42 
1923 16.68 1928 i esives ne 
1924 Liducls otic ene 1929 i. AONB 
1925 ere 1930 Pesiee 20.95 
1926 20.40 19st... sisontinning ase 


Over the ten-year period, public utility bonds have been 
the largest single vehicle for the employment of investment 
funds. However, the separate changes in this item in 
amount is misleading, for although the proportion of rails 
owned to total investments declined from 10.75 per cent. 
in 1922, to 9.88 per cent. in 1931, “other public service 
bonds” increased from 7.03 per cent. in 1922 to 10.78 per 
cent. in 1931 (Table 13), so that the growth in the propor- 
tional commitment in total public utility securities has been 
due to the rapid increase in the holdings of public utility 
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securities, other than rails. This indicates a combined in- 
crease of 2.38 per cent. in this type of investment over the 
ten-year period. Such a proportion does not appear to be 
menacing. The trend of these commitments is not of suf- 
ficient strength to warrant any assumption of poor dis- 
tribution, but the quality of these investments, however, 
‘an only be ascertained by the examination of the issues 
held. The assertion can again be made, however, that the 
public utility securities as a class have made an excellent 
record for themselves, and price discrepancies would be 
narrower, as a whole, than in any other class, in case sale 
of any of them was necessary on a generally “ ... weak 
and receding . . .”* market. 

“All other bonds” have shown an increase of 109.59 per 
cent. which is surprisingly low, in view of the fact that dur- 
ing most of this decade bonds were a popular means of 
finacing. This group consists of all classes not specified, 
such as investment trusts, industrials and other types of 
corporate obligations. This apparent apathy of the banks 
toward “industrial” financing may be indicated by the fact 
that 


In many quarters it is felt that bonds should not be used in the 
financial plan of a manufacturing enterprise, a feeling which has been 
explained by the fact that manufacturers and bankers in New Eng- 
land, where most of our manufacturing industries originated, are tra- 
ditionally opposed to creating a direct funded debt on a manufacturing 
plant. Banks are more willing to loan money on the general credit of 
a manufacturing company with liberal net quick assets if it has no 
bonded debt. 


It may have been the desire of the banks to limit their 
interest in a single type of business, and lend either on a 
loan or against long time obligations, but in no case on 
both. Such an attitude may account for the moderate 
growth of this type of obligation over this period. 

Municipal warrants have shown a marked decrease dur- 
ing the decade. This is no doubt the result of municipal 
finacing over the period, with a consequent decrease in de- 
pendency upon the banks for funds. Liens, claims and 
warrants, once the security for a repayment of a bank loan, 
have been funded. The banks in a roundabout manner 


‘National Industrial Conference Board, Op. Cit., p. 77. 
*Guthmann, Analysis of Financial Statements, p. 295. 
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have shared in this conversion process by buying municipals, 
but it has left them without special security, whereas be- 
fore, advances to municipalities were secured by special 
liens. 

The purchase of investment securities falls into two 
classes and is so divided because of liquidity and the pos- 
sible losses due to price discrepancies. The first class is 
the so-called “secondary reserve,” the second class being the 
investment account. This former is referred to as “secondary 
reserve’ and refers to “that particular group of loans and 
investments which can be turned into cash at will because 
of their liquidity or marketability .. .”’° forming a bulwark 
out of which to rebuild the primary reserve. The primary 
consideration in the secondary reserve is that of liquidity, 
assuming comparative safety. ‘To this class belong Govern- 
ment bonds. On the other hand, as earlier pointed out, we 
consider “, .. (2) the investment account, bonds whose pri- 
mary object is to add to the earning power of the bank 
through the income produced by the interest paid thereon 
and by the capital accretions in their value. . ..”** These in- 
vestment securities may be purchased for different reasons. 
It is correct if we class all Government bonds held, as being 
part of the secondary reserve, from the nature of the obli- 
gation. The balance of the other securities owned, we can- 
not classify. Considerations as to the obligor, rate, ma- 
turity, size of issue, etc., make it imperative that the issue 
be studied in view of these factors in order to determine 
whether the bond should be classified as a secondary re- 
serve bond, or one belonging to the investment account. 
This would necessitate a qualitative analysis, which is im- 
possible from the data available. Regardless of the pur- 
pose for which the bonds are purchased, the liquidity for 
either those in the secondary reserve, or those in the in- 
vestment account will depend generally upon two things: 
the continued solvency of the obligor, and a market suffi- 
ciently broad to absorb any offerings. Neither of these 
attributes, however, necessarily restricts the possibility of 
sustaining a loss. The loss will occur when a sale of the 
securities is consummated at a less price than the one 
paid. 


“Bradford, Op. Cit., p. 175. 
“Atkins, Op. Cit., p. 140. 
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The reason for entering into such a prolonged discus- 
sion has been an attempt to analyze the growth of invest- 
ment holdings of national banks, in order to explain the 
losses sustained. The first duty of a banker, as suggested 
by Trant,’’ is the consideration of his depositors. Such funds 
as are demanded must be paid out, and a resulting di- 
minished cash reserve means a resort to the secondary 
reserve accounts, and if withdrawals persist, to the invest- 
ment account. The banker may either borrow against or 
he may sell his securities. In case the demands are not 
general, the probability is that he will be able to borrow 
and may be forced to depend very lightly on the sale of 
his bond account. On the other hand, if the situation of 


withdrawals is general, he will probably be forced to sell 
his securities. 


A bank can usually find a stronger bank that will advance to 
the weaker the needed funds on bond security, although there might 
be no change in the total volume of bond holdings in the banking 
system. ... There would seem to be little evidence to show that banks 
are likely to fail because they put funds into long time securities.'* 


“The truth of the first part of this statement would de- 
pend on whether or not the pressure was sectional or gen- 
eral. In case it is general, the probability is against any 
large advice, secured by bonds. Furthermore, the advance 
secured by bonds will depend upon the securities offered. 
Also, the practicability of this theory depends upon the 
usual case, which is not a certainty. It also proceeds upon 
the assumption “ . . . that although there may be some 
break in the bond prices in case of panic, following the 
panic the prices quickly rise and continue up during the de- 
pression, even when general credit conditions are weak.”"* 
In the light of this general belief that bond prices become 
firm after a panic, it may not be amiss to quote the average 
yields on “All” bonds, as reported by the New York Stock 
Exchange,"* as shown in Table 19. 
Table 19 would appear to negative the assumption that 
. prices quickly rise and continue up during the depres- 


“Trant, Op. Cit., pp. 252-3. 
*Mitchell, Op. Cit., pp. 36-7. 
“Tbid., p. 36, (Italics Mine). 
*New York Stock Exchange Bulletin, January 1933, p. 12. 
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TALBE 19 


AVERAGE YIELDS ON AMERICAN BONDS 


Per Cent. 
Date Average Yield on 60 Bonds 

January 1929... a 4.60 

= 1930 eet Biles den iar aan 4.64 

i 1931 ‘ sostnesepe tee 

o 1932 fone Senta gf ease 
February 1932. efitats 5 2o¢e cael 
March 1932 5.62 
April 1932 5.93 
May 1932 Pia tite diate cee 
June 1932 Seccacladiesssecel 
July __TERRARRRE RE PES Ee seeseeeee OM 
August 1982..... ; raed, ee ge 5.57 
September 1932... , i is ok 5.85 
October 1932 5.50 
November 1932 5.68 
December 1932 5.75 


sion.’ ‘The present disturbance has been in progress for 
some years since the market debacle of 1929. It can cer- 
tainly be said that it is now after “the panic” and as yet, 
there has been no noticeable sustained increase in bond 
prices. There have been sporadic upturns, but the trend 
has been predominantly down for three years. The oppor- 
tunity of increasing a bank’s return through price enhance- 
ment is possible, but this may tend to emphasize the specu- 
lative side of the market, at the same time incurring 
the speculative risks. This type of operation, that is “... 
speculation—trading in stocks and bonds, for the sake 
of price fluctuation .. .”'*° should be somewhat beyond the 
business of the banker. There is no harm in buying a 
bond as cheaply as possible, but to make the price enhance- 
ment the primary motive tends to distort the vision. One 
‘annot speculate without assuming greater risks than those 
usually associated with an investment. 

The purposes of a perusal of these indices of prices 
is to indicate the possibilities of loss. Losses in turn de- 
pend upon price, which is the largest single risk in an in- 
vestment portfolio. When a bond account must be liqui- 
dated, it will necessarily be shifted at the market current 
at the time. What that market will be, however, and the 





*Hardy, Op. Cit., p. 157. 
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resultant price, is incalculable, except at the time of sale. 
Factors impossible of measurement affect the supply and 
demand, and the exact pressure of either, or the ultimate 
point of equilibrium cannot be measured. At the time 
of shifting, the actual loss will be the difference between 
the purchase price of the securities and the sale price. The 
risk then is the danger of price depreciation, and the loss 
is the difference in the price received and the price paid. 
Losses are not necessarily the case however, and it must 
be observed that profits can be obtained, through price 
appreciation, just as losses must be sustained through price 
depreciation. As earlier pointed out,’ the bulk of the in- 
vestment buying is usually done on an easy money market, 
in order to keep funds employed. This entails competitive 
buying and high prices. Liquidation is usually resorted to in 
a tight money market and results in competitive selling 
and low price. The result is a discrepancy between the 
purchase and sale price, which must be charged off as a 
loss. ‘To the banks which were forced to liquidate, such ac- 
tion has been necessary on a “weak and receding market.” 
Unless such liquidation were accomplished in the early 
stages of the security price downswing, the probability is 
that a loss was incurred, and one which might easily more 
than offset any enhanced return or capital appreciation. 

The growth in the amount of investment securities 
owned by national banks, and the manner of their diversifi- 
vation, is a problem of utmost importance. It contains 
the promise of enhanced return, not only due to moderate 
appreciation but also increased rate, and yet carries the 
threat of loss through default and price fluctuations. The 
question of default is one to be severely considered, for as 
earlier pointed out, even though the banker is in a pre- 
ferred position, possibly a secured creditor, still the bond 
would have failed miserably, for the fundamental assump- 
tions behind such purchases are safety, liquidity and yield. 
In all three of these, if any dependence had been placed 
upon its price stability, or ultimate payment, it would have 
fallen far short of its purpose. 

Another danger is the lack of control. Where the 
banker is not so far removed from the situation, it is very 
frequently possible for him to exercise some degree of con- 


“Jacob H. Hollander, Op. Cit., pp. 16-9. 
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trol over the debtor. In the case of the bondholder, unless 
a very large holder, he is entitled to his pro rata share, with 
practically no control over the shaping of future policies 
or liquidation. 

The question of bank investment policy is not easily 
solved. It is not rigid in procedure, nor is it settled in 
direction, except for a limited period of time. Much has 
been written in brief concerning the dangers and pitfalls 
of an investment policy, but “ .. . the problem of bank 
investment is far more complex than many of the discus- 
sions to date have recognized.”’* In other words, it is not 
incidental to the question of sound banking, but in reality 
it is as important as any other single question in the field 
of banking. 

Bank investment policy is a question which is continu- 
ously unique, on account of the time factor. Regardless of 
the credit represented, and the thoroughness with which an 
appraisal has been made, any conclusions are valid for a 
limited period of time only. The reason, of course, is 
because the science of economics is the study of a dynamic, 
as opposed to a static, relationship. For no extended period 
‘an the direction, much less the intensity, of a general 
economic movement be forecast. In such a case how much 
less is a single issue to be Judged over any prolonged period 
of time. Faced with such hazards, it is obvious that “The 
problem is essentially one, calling for careful administra- 
tive judgment.”*® No policy can be outlined with sufficient 
certainty to dispense with the necessity of continuous ad- 
ministrative supervision. 

It is questionable if anyone can so define the factors 
of bank investment to set up a standardized form of proce- 
dure. Quantitatively, the problem is not so difficult, but 
qualitatively, it approaches only the possibilities of a hope, 
rather than an accomplishment. As a matter of fact, too 
frequently in the past ten years have bankers stressed the 
proportions of the investment account, rather than the 
properties of the securities themselves. Correct proportions 
in the investment account will be less useful in times of 
need, in comparison to the qualitative factors than if pro- 


*Steiner and Lasdon, Op. Cit., p. 112. 
Steiner, Money and Banking, p. 243. 
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portions are ignored, emphasis having been placed upon 
the qualitative factors of the commitments. 

In view of the liabilities and advantages enumerated, 
what can account for the shift from Government bonds 
to “other” bonds? In the first place, the World War had 
introduced this type of security to millions of individual 
investors, and to hundreds of bankers. The purchase of 
bonds had been popularized in the great Liberty Loan 
drives, and the attributes and characteristics extolled by the 
‘campaigners had been transferred en masse to anything 
else with the same name. Secondly, this popularization 
opened a means of financing to entrepreneurs which would 
leave them a free hand, without bank intervention, and in 
addition such a policy would be a help to entrepreneurs in 
working out a long time program. From all appearances, 
the saturation point of investment absorptions seemed to be 
unlimited, lending credence to the supposition that the 
theory of shiftability would know no challenge. The tend- 
ency displayed by the banks, however, was to place an 
increasing dependence upon the marketability of invest- 
ments, and not within the field of the most. service able, 
Government obligations; but in such types as would regis- 
ter first, and in the highest degree, changes in price of a 
disadvantageous character, containing the threats of pos- 
sible loss. 

A qualitative analysis would be beneficial, but in view 
of its impossibility, the apparent threat of losses contained 
in bonds, and their importance in the banking assets of our 
national banks, entitles them to the preceding examination 
in order to properly understand the examination of losses, 
which will follow in a subsequent article. 
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Whatever the New Year may 
have in store for banking, we 
can be very sure that nothing 
will survive that is not based 
upon integrity, efficiency and fair 
dealing — qualifications that are 
characteristic of this bank, now 
entering upon its 13lst year of 
public service. 


Institutions, like precepts, are 
sound not because they are old. 


They are old because they are 


sound. 
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The Psychology of Financial 
Merchandising 


By L. Doveias Merepiru, Px.D. 


Assistant Professor of Economics, University of Vermont, Burlington, Vt. 


This is the third of a series of articles by this author covering the entire 
subject of financial merchandising. New subscribers to Tue BaNKers MaGazine 
wishing to obtain copies containing the previous installments may do so on 
application.— Eprror. 


INANCIAL merchandising has been defined in a 
P previous article as “a group of four specialized activi- 
ties including advertising, selling, publicity and the 
preparation of products offered for the market.” The 
placing of these specialized activities into one group implies 
the existence of certain underlying principles common to 
all of them. If this implication is correct, the derivation of 
fundamental general principles underly the process of mer- 
chandising the services of financial institutions should 
furnish few, if any, difficulties. It is the purpose of this 
article to examine each of these activities in order to discern 
its fundamental principles, and then to consider these 
principles. Comparison of the fundamentals of each should 
facilitate the derivation of those precepts generally appli- 
‘able to financial merchandising as a composite group of 
activities. 


The Application of Psychology.—The four groups of 
activities included within financial merchandising all 
embody the application of psychological principles to a 
greater or lesser extent. Entire volumes have been written 
upon the psychology of advertising and selling; and no 
textbook or treatise on either of them would be considered 
complete without devoting some discussion to these prin- 
ciples. The same is true of writings on merchandising and 
publicity. 

Advertising aims ultimately to produce sales by attract- 
ing attention, arousing interest, creating desire, securing 
conviction, and producing action. Each of these stages 
evolves from the preceding, and the evolution is directed 
and controlled by applying fundamental principles of 
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psychology. Selling is generally considered to consist of 
similar steps, although they are usually restricted to four;! 
creation of desire and production of conviction are fre- 
quently considered one step in the analysis of a sale. 
Publicity similarly rests its case upon the application of 
principles of psychology, but aims to apply those principles 
less obviously and to a lesser extent than do advertising 
and selling. Publicity seeks solely to attract attention and 
arouse interest; if desire or other successive steps of adver- 
tising and selling evolve from publicity, they do so more 
or less spontaneously. Likewise, the producer, in preparing 
his product for the market, strives to produce it in such 
forms that it will sell itself in so far as possible. Producers 
frequently fail to assert recognition of the fact that the 
process of designing commodity forms comprises steps 
similar to those found in selling and advertising, but never- 
theless, the actions of producers disclose unconscious rec- 
ognition. 


Similarities—This brief summary of the four groups 
of activities included within the category of financial mer- 
chandising quite obviously indicates that the steps to be 
followed in each are more or less alike. The greatest devia- 
tion from this conclusion is found in publicity which does 
not aim to produce sales directly. In so far as the first 
three steps are concerned, the aims of each group of activi- 
ties are identical, and include in the following sequence, 
attraction of attention, development of interest, and crea- 
tion of desire. Excluding publicity, the remaining steps 
which the three other activities seek to accomplish are also 
identical and aim at ultimate action. The only respect in 
which publicity differs from the other three activities in 
applying the principles of psychology is that it seeks to 
accomplish indirectly what the others seek to accomplish 
directly. 





















Importance of Each Step.—It is first necessary before 
analyzing the principles underlying these activities to 
recognize that each consists of a series of steps or stages 
of development of the state of mind of the customer or 










‘Morgan, Leslie A., Security Salesmanship, p. 60. A sale “naturally divides 
itself into four stages: 1—attention, 2—interest, 3—desire, 4—action.” 
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prospect. Each activity consists of a chain of mental 
processes, and the chain is no stronger than its weakest 
link. ‘Thus, one stage of any series of mental processes 
may fail to perform its proper function, and thereby the 
ultimate aim is not attained. This fact requires that each 
series of processes be broken into its constituent parts; 
each part must then be treated separately; and finally, 
each stage must be related so intimately to every other 
that the series functions as an individual process or as a 
single unit. 


What is Psychology?—These conclusions lead logically 
to a consideration of the psychological principles which will 
produce the desired results, despite the fact that many 
bankers probably feel that psychology comprises a field 
of academic investigation far removed from the banking 
process. Psychology has been defined as “a scientific study 
of the activities of the individual.”’ This definition of 
psychology would include beings, both human and animal, 
but this investigation is concerned only in the application 


of psychology to humans. This consideration is interested 
primarily in examining those principles which cause indi- 
viduals to react in various manners to varied stimuli. 


Stimuli Produce Reactions——Individuals do certain 
things because of desire on their part to enjoy the satisfac- 
tion which the acts will provide, each individual acting in 
his respective manner as a result of his own desire. One 
individual places all of his money in a savings account, 
another purchases Government bonds, another speculates 
with a margin account; someone else hides gold in a 
mattress, while still others spend their money in order to 
enjoy the satisfactions provided for them by consumers’ 
goods. Whether the desire in each instance depends 
primarily upon instincts inherent within the individual or 
upon outside influences, or a combination of both, affords 
opportunity for a controversy outside of the scope of this 
investigation. The significant fact for the executive of the 
financial institution to recognize in offering for sale the 
services of his business is: Individuals do those things 
which please them most, in so far as practicable, and their 


*Woodworth, Robert S., Psychology, p. 1. 
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choices respond more or less to modification. Actions result 
from stimuli, in the terms of the psychologist, which means 
that the banker, to product favorable sales results, must 
provide some of the stimuli necessary to engender action. 


Attraction of Attention—As pointed out above, the 
first step to be taken in merchandising services is to attract 
attention. This can be accomplished solely by appealing to 
a particular fancy which is inherent or has been earlier 
acquired, and leads the individual to notice certain things 
pertinent to that fancy. The individual possesses a fancy 
for something because he believes that the particular goods 
or services might produce gratification for him. The satis- 
faction is to him pleasurable as contrasted with displeasing, 
for he would not possess a fancy fcr a particular com- 
modity if he thought it might produce an unpleasant 
reaction. The simplest illustration of this principle is 
that of the child who unwittingly begs for candy until he 
is told that it will make him sick. This admonition imme- 
diately produces within his mind unpleasant sensations, 
and if those sensations are sufficiently potent, he will desist 
from his begging. This homely illustration of a childish 
whim may well be applied to the entire scope of the bank- 
ing business. An individual speculates on a margin account 
because alluring prospects of profit give rise to pleasurable 
sensations; on the other hand, repeated margin calls produce 
opposite results, and whichever sensation is stronger within 
the individual will lead him either to risk his funds in 
speculative ventures or to preserve his savings by taking 
less risk. 

Attraction of attention is absolutely essential to develop- 
ment of the succeeding mental stages. It may be accom- 
plished .by “appealing” to the individual, which ‘is the 
process of striking one or more aspects of the pleasantness 
which a given commodity would produce within the indi- 
vidual. The term appeal generally refers to an attempt 
to arouse appreciation within the individual or to call his 
attention to the pleasant aspects of a commodity. A nega- 
tive appeal occasionally accomplishes a given result. In 
instances of the latter type, the unpleasantness associated 
with a particular article or event serves as the means by 
which attention is directed to the pleasant aspects of another 
commodity, or to one whieh prevents the unpleasant 
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sensation. ‘The process of resorting to the appeal seeks 
to win the individual’s attention to a commodity by stimu- 
lating a fancy within his mind or by diverting his attention 
from an object which competes for it. 

In each individual at any given time there is a lengthy 
list of quasi-desires and numerous subconscious notions 
which are perhaps best described by the terms, whims and 
fancies, none of which have yet made themselves manifest 
in the market. ‘These whims and fancies constantly com- 
pete with one another to become sufficiently strong to 
dominate the individual’s actions, and the result of their 
competition directs or governs the activity of the individual. 
At the same time that these tastes and fancies compete 
against each other for attention within the individual’s 
mind, a myriad of merchandising devices seek to support, 
maintain and release these fancies and whims by capitalizing 
upon the appeals to which these intangibles remain suscep- 
tible. Consequently, the merchandiser of financial institu- 
tions must remember that any particular merchandising 
device is no more effective for a given commodity than the 
strength of the appeals available for the use of that device. 

Certain merchandising devices contain stronger appeals 
than others; one advertisement attracts ten readers while 
another attracts none; a salesman using one method of 
approach may produce one sale per day, while with another 
method of approach, his sales may increase one thousand 
or more per cent. This may be specifically illustrated by 
reference to the tests which will be described i ina subsequent 
article in which the advertisement, “A Fellow’s Got to 
Think of the Future,” scored 3914 points, while “More 
Patience with Patients” scored only 5 points. Likewise, 
one news item sent out by the publicity department may 
attract a number of readers who associate the news item 
and the institution; another news item sent out under the 
same sponsorship may attract practically no readers. The 
same thing applies to the form in which a particular 
commodity is offered for sale. Every merchandiser knows 
that a product such as sweet milk chocolate will attract 
more inquiries and result in greater sales when it is packed 
in small, convenient sizes than when it is offered for sale 
in larger quantities. Financial merchandisers know that 
a& mere savings account may lure few followers but when 
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embellished with descriptions of the possible pleasant satis- 
factions which may result from a savings account, it may 
appear entirely different to the man on the street. “Save- 
at-the-Shop,” Insurance Clubs, and Object Clubs all serve 
to remove the savings account from the realm of idealism 
to a plane of practical application. Whether merchandis- 
ing savings accounts, bonds, or trust services, the appeal 
serves as the device which attracts attention, and the suc- 
cessful application of psychology in succeeding steps 
depends upon the success of this first one. 


Development of Interest.—The second step of merchan- 
dising involves the development of interest, which process 
constitutes merely the evolution of the attention into 
curiosity concerning possible greater satisfaction. The con- 
stant battle going on within the mind of the individual, 
during which whims and fancies become expressed or 
suppressed and strengthened or weakened by the relative 
effectiveness of the merchandiser who strikes successfully 
with a given appeal, results constantly in the distruction of 
some of those whims and facies and the strengthening of 
others. ‘This has happened during the process designated 
as the first step, or the attraction of attention. A second 
stage of competition takes place immediately thereafter, 
and it is in this stage that the merchandiser seeks to develop 
interest. The attraction of attention consists primarily of 
merely a second glance or a pause to look again, whereas 
the development of interest through further use of appeals 
awakens the curiosity of the individual, and he seeks to 
determine the manner in which he might derive satisfactions 
from the particular commodity offered. Interest may be 
developed in a variety of manners, such as (1) exposition, 
as in advertising where copy follows the headline; (2) in 
selling, by the sales talk; (3) by the presentation of mate- 
rial such as descriptive booklets or pictures; or (4) by 
demonstrations. In_ publicity, development comprises 
further exposition of details of the event or object being 
described in order to arouse curiosity; and in the prepara- 
tion of services, constitutes the designing of a service in 
such fashion or form that the individual really feels like 
trying it. Development of interest, however, is merely a 
second step in the process of merchandising, for though an 
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individual may be interested in a commodity or a service, 
he may not be sufficiently interested to desire it. 


Development of Desire-——The development of desire is 
a continuation of the evolution of whims and fancies which 
starts with the attraction of attention. Some whims and 
fancies, strengthened by merchandising devices, succeed in 
mounting above others during the process of attention- 
getting and interest development; others have been elimi- 
nated. Merchandising devices continue to court the favor 
of those which survive, seeking to nurture them into a stage 
of desire. However, those merchandising devices which 
succeed in developing whims and fancies to this stage do 
not have an unrestricted area in which to operate individ- 
ually, but constantly compete with each other. Further- 
more, new whims and fancies constantly develop. Other 
merchandisers seek to court the favor of these new whims 
and to develop them to the ultimate stage of activity. Thus, 
merchandising devices must seek not only to continue the 
development of those whims already partially developed, 
but must strive to do this so well that new whims will not 
evolve into more intense stages of activity and replace 
those already partially developed. The process of develop- 
ing desire within the individual consists of so dev eloping 
his interest that he seeks to possess the goods or services 
offered, and weighs possession of them against the posses- 
sion of other goods and services. It seeks to make him feel 
that the particular commodity will produce satisfactions 
for him. 


Development of Convictions——As pointed out above, 
the process of producing conviction from desire is fre- 
quently included within the stage of development just 
described. Such division of the third step into two parts is 
purely an arbitrary matter, but .it will here be treated as 
two steps for the sake of clarity. 

It is axiomatic in economics that desire is not synony- 
mous with demand.* Desires evolve into demand only by 

making it possible for the individual to give expression to 
his desire, and expression of desire is essential to sales 


*Cf. Fairchild, F. R., Furniss, E. S., and Buck, N. S., Elementary Economics, 
Vol. I, p. 259. 
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production. Several obstacles frequently prevent such 
expression. ‘These obstacles may be combined into one: 
Lack of conviction; but this may result from any one of 
several specific obstacles, such as lack of purchasing power, 
impracticability, ignorance of methods of expressing desire, 
and ignorance of all of the satisfactions which may be 
derived. The first of these, lack of purchasing power, is 
too obvious to require explanation. People cannot purchase 
food when they lack funds; likewise, savings accounts are 
of little avail when the income affords a bare subsistence; 
safe deposit boxes for the protection of life insurance 
policies and similar quasi-essential documents cannot be 
purchased under such conditions. Impracticability is the 
conclusion or opinion that to possess a given commodity 
or to enjoy a given service would not be feasible for the 
individual. This is especially well illustrated by many 
persons with substantial amounts of life insurance who 
might well utilize insurance trusts, but have come to feel 
that the insurance trust is not practicable for sums not 
generally considered as large amounts. Frequently desire 
prevails, but the individual knows no method by which to 
give expression to that desire. Also, the individual desires 
a commodity because of some particular satisfaction which 
it affords, but feels that this one satisfaction or even a few 
satisfactions are not sufficient to warrant the expenditure 
or trouble involved in obtaining it. Acquaintance with 
additional satisfactions frequently succeeds in developing 
the desire into a stage of conviction. 

The fourth stage of applying psychological principles 
in order to produce sales consists of producing conviction 
within the mind of the individual who desires a commodity, 
that until he claims the particular commodity for his own 
he cannot be compensated for the satisfactions which it 
provides. This can be accomplished by dispelling the 
obstacles described above, and this process comprises an 
integral step in the production of sales. Conviction con- 
sists of bringing the individual’s desires from a plane of 
fancy to a plane of practicability within his mind. 


Production of Sales—The ultimate direct aim of all 
merchandising, with the exception of publicity, is to produce 
sales, and even publicity strives indirectly toward this 
attainment. The three groups of merchandising activities 
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which claim this as their direct aim merely seek to develop 
the fourth stage into a transaction. The merchandising 
device which has successfully developed the first four stages 
has shown the individual the satisfactions attainable until 
the longing for those satisfactions has become sufficiently 
intense to be termed desire, and has further convinced the 
individual that he should give expression to that desire. 
The final stage comprises the process of expediting the ex- 
ercise of that conviction. Advertising accomplishes this by 
admonishing the reader to “buy at once,” telling him that 
“Your neighborhood grocer has this in stock,” or offering to 
send the goods for free trial or on a C. O. D. basis; the 
salesman puts forth the order blank and points to the dotted 
line, begins to fill out the order blank, or inquires when de- 
livery shall be made. ‘The preparation of services fre- 
quently leaves this last step, consummation of sales, to the 
care of personal attendants, but this can hardly be avoided. 
One test of the successful operation of every merchandising 
device is found in the success or failure to obtain sales. 


Buying Motives.—Merchandising, to conform to earlier 
statements in this article, may be described as the process of 
applying psychology to customers and prospects in order to 
obtain sales for a given commodity. The merchandiser who 
seeks to produce sales through the development of the steps 
described above consequently seeks to discern in individuals 
those characteristics, attributes, motives, or stimuli, which 
prompt them to make purchases. This constitutes one phase 
of the application of psychology, while the other comprises 
an understanding of the laws of psychology. 

One authority on marketing has made an analysis of 
consumers’ buying motives “which govern the purchases of 
consumers who buy wares in retail lots.”* This analysis re- 
sults from a classification of 936 advertisements which were 
examined, and though the application of this classification 
to “wares” would seemingly omit intangibles, many of these 
motives account for the purchases of intangibles, such as the 
services offered by financial institutions, just as well as for 
the purchases of tangible retail commodities. The classifica- 
tion’ includes some thirty motives grouped on the basis of 


‘Copeland, Melvin T., Principles of Merchandising, p. 155. 
*Ibid., pp. 155-189. 
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emotional buying motives and rational buying motives. 
Emotional buying motives are those which result from the 
particular feelings of an individual, whereas rational buy- 
ing motives result from the application of reason to a vari- 
ety of situations. Buying motives in this classification which 
apply to the sale of services by financial institutions include 
the following: 


Emotional buying motives 
Distinctiveness 
Emulation 
Economical emulation 
Social achievement 
Happy selection of gifts 
Ambition 
Romantic instinct 
Maintaining and preserving health 
Proper care of children 
Securing personal comfort 
Alleviation of laborious tasks 
Security from danger 
Pleasure or recreation 
Obtaining opportunity for greater leisure 

Rational buying motives 
Handiness 
Dependability in use 
Dependability in quality 
Reliability of auxiliary service 
Durability 
Enhancement of earnings 


Application of These Motives.—It may at first glance 
appear a bit difficult to understand wherein many of the 
above serve as buying motives for the services offered by 
financial institutions. Two reasons for this are: (1) Execu- 
tives of financial institutions have persisted in ignoring the 
fact that they have products to sell; (2) financial merchan- 
disers have not sought to capitalize upon buying motives to 
the greatest possible extent in the past, and have failed to 
develop the application of these motives to their businesses. 
No attempt will be made to demonstrate the use of each of 
these buying motives by description or illustration, but a 
few will be illustrated in order to indicate the manner in 
which these may be applied. 

No reasons exist why individuals cannot be induced to 
transact business with a bank because of the distinctiveness 
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which it would afford them, or because the facilities offered 
by that bank provide individuals with dependable services 
more conveniently than do other institutions. Savings ac- 
counts may likewise be sold by using emulation as an appeal, 
and this has been done successfully by New York savings 
banks. Economical emulation also serves as a buying 
motive for the purchase of savings accounts, bonds, and life 
insurance trusts, as well as other services offered. The per- 
sonal comfort resulting from peace of mind, the alleviation 
of laborious tasks by income from bonds, the opportunity 
afforded to enjoy greater leisure by income from securities, 
provision of education and necessities for children, economic 
security for wives and parents, and opportunities for travel, 
all serve to illustrate the manner in which financial merchan- 
disers may appeal to the emotional buying motives. Safe 
deposit boxes may likewise be sold by appealing to various 
motives, such as the convenience of the boxes, the depend- 
able structure of the vaults, and other rational buying mo- 
tives as well as emotional motives, such as emulation, safety 
from danger in protecting valuable instruments in the event 
of fire or robbery, and so forth. 

In many instances appeals are not being used to greatest 
advantage in the merchandising of the present time. Finan- 
cial merchandising, to produce greatest results, must dis- 
close greater appreciation of the significance of appeals and 
must apply those appeals vigorously. 

No mention has thus far been made of the manner in 
which appeals may be used in the preparation of services 
because it has been desired to emphasize this especially. 
Financial institutions have probably paid less attention to 
the forms in which they have offered services than to any 
of the other divisions of marketing activities. Nevertheless, 
services may be offered in such forms that they will greatly 
appeal to buying motives. Furthermore, the manner in 
which appeal may be made to the various motives through 
publicity, selling and advertising depends to a very great 
extent upon what the institution has to offer customers and 
prospects. Some banks have maintained special windows 
for children, with steps and a raised platform in front of 
them; bonds have been rendered available in small amounts, 
or on installment plans; savings clubs, merely because of the 


*This will be illustrated in a subsequent article. 
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simple, convenient method of saving which they provide 
have made tremendous appeal to small savers. These few 
illustrations merely serve to indicate that the forms in which 
services are offered provide in themselves appeals to various 
buying motives, in addition to enhancing the value of ap- 
peals to be used by marketing devices in the other categories. 


Other Psychological Principles—Understanding of the 
use of appeals directed to the above motives affords a work- 
ing basis for the financial merchandiser, but there are addi- 
tional principles of psychology with which he must be famil- 
iar. ‘These principles are stated in various manners and are 
classified in various ways. However, this investigation 
merely purports to state them briefly and concisely in order 
to provide a working basis for the merchandising of finan- 
cial services. 


Individuals Constantly React.—In the first place, indi- 
viduals are constantly reacting to the stimuli received, and 
every reaction is either favorable or unfavorable to a greater 
or lesser degree, and fosters or inhibits the development of 
reactions to stimuli earlier received. ‘The mere fact that an 
individual walks past a banking house affords numerous op- 
portunities for that individual to react to stimuli associated 
with the bank. ‘The front of the building may impress him 
favorably or unfavorably; the people entering and coming 
from the bank impress him with their numbers and appear- 
ances; the doorman’s attentiveness and manner attract at- 
tention; the views through doors and windows, window 
displays, lighting effects, and countless other attributes of 
the bank all serve as stimuli to produce reactions within the 
individual. It is essential that the merchandiser realize that 
stimuli constantly produce reactions and that reactions are 
either favorable or unfavorable. He fails or succeeds in 
producing sales according to the relative number of stimuli 
which he produces within individuals who have contacts 
with the institution. The principle embodied in the exposi- 
tion of this paragraph is technically known as the Law of 
Effect, and might be formally summarized as follows: ‘The 
individual tends to repeat and learn quickly those reactions 
which are accompanied or followed by a satisfying state of 
affairs. The individual tends not to repeat or learn quickly 
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those reactions which are accompanied or followed by an 
annoying state of affairs.’ 


The Law of Frequency.—Another fundamental precept 
of psychology usually described as a law states that when a 
given stimulus is received and a certain reaction follows, 
preceding reactions of a similar nature are strengthened. 
This is technically known as the Law of Frequency.* Thus, 
when an individual receives a certain stimulus and reacts 
favorably, all of the favorable reactions earlier received 
become strengthened. If a favorable reaction follows an 
unfavorable reaction, the former tends to weaken the latter; 
and likewise, if an unfavorable reaction follows one of 
favorable nature, the latter is also weakened. It is obvious 
that the financial merchandiser strives to produce favorable 
reactions as frequently as possible. 

Another precept very closely related to the Law of 
Frequency is that referred to as the Law of Recency.’ This 
states that a reaction which closely follows a similar reaction 
produces a stronger result than two similar reactions widely 
separated. 'To the financial merchandiser, this means that 
he must produce reactions in series, and the more closely 
these reactions follow each other, the greater should be the 
results which he may expect. Of course, this statement 
might be carried to such an extreme that the individual 
revolts, but the attainment of a satisfactory program of 
stimuli should not be difficult. These two laws amply 
explain the reason for advocating a program of continuous 
merchandising in preference to a series of spasmodic efforts. 


The Position of the Individual—Reference has been 
constantly made to the individual throughout this analysis 
of the psychological principles which enter into financial 
merchandising. Very frequently the position of the indi- 
vidual is overlooked in devising merchandising devices and 
programs. Advertising is frequently directed at a group; 
publicity is aimed at a collection of individuals; and selling 
is attempted en masse. Expenses of merchandising may be 
greatly reduced per unit by applying these devices to 
groups if the application is successful, but too frequently 

"Gates, A. L., Psychology for Students of Education, p. 230. 


*Tbid., pp. 208-209. 
*Tbid., pp. 209-210. 
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too much attention is paid to the group and not enough 
attention to the individuals which compose the group. 
Merchandising devices are aimed not at groups as units 
‘ but at groups of individuals. Consequently, the individual 
and not the group is of prime importance. 


Practical Aspects.—Reference to psychological prin- 
ciples, especially some of those frequently referred to as 
laws of learning, may at first glance attach academic 
aspects to a practical proposition. However, the financial 
merchandiser in attempting to market his products, is 
fundamentally resorting to the educative process. He is 
seeking to teach customers and prospects the nature of the 
services offered by his institution, and that his institution 
and the services which it offers comprise the most desirable 
in the market. This means to the psychologist the applica- 
tion of psychological principles to the marketing of services 
of financial institutions; to the financial merchandiser, 
speaking in popular terms, it means production of sales. 
The emphasis placed upon sales production as the ultimate 
aim should not obscure the operation of fundamentals of 
psychology and the fact that the successful merchandiser is 
the one who understands the application of these principles. 


The Educative Process—Too much emphasis cannot 
be placed upon merchandising as an educative process. 
Every contact which the individual has with the personnel 
of the bank, every time he sees the building, every time 
he reads or listens to an advertisement, or every time he 
talks with a sales representative of the institution, he forms 
a series of reactions. These reactions acquaint him with 
the institution and the nature of the services which it offers, 
and are favorable or unfavorable. The composite. opinion 
developing within the individual’s mind as a result of the 
favorable and unfavorable reactions represents his attitude 
toward the particular institution. If the composite opinion 
resulting from these reactions is more favorable toward 
one bank than toward competing institutions, he will in all 
likelihood patronize that institution. Consequently, the 
financial merchandiser is interested in producing a favorable 
composite of reactions. 


Conclusion.—This treatment of the underlying psychol- 
ogy of financial merchandising has proceeded upon the 
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assumption, as pointed out at the beginning of the article, 
that the four groups of activities included within this cate- 
gory contain similar fundamental principles. The analysis 
presented above substantiates that assumption. The close 
relationship between all of these activities due to similarity 
of underlying principles would indicate that these activities 
should be closely correlated within a particular institution 
in order to attain unified and more effective application 
of these principles. ‘The four groups of activities are all 
too frequently allotted to isolated departments as independ- 
ent activities, with two results: Unity fails to prevail 
throughout the merchandising program; and members of 
the personnel of the institution fail to comprehend these 
efforts as activities of the institution just as vital as 
balanced cash. In view of the fact that every contact with 
the institution either through employes, advertising, selling, 
publicity, or daily routine produces an individual reaction, 
it appears quite obvious that greater appreciation of the 
underlying psychology of producing business would un- 
doubtedly effect favorable results for those executives who 
care to direct greater attention to these fundamental 
principles in carrying on the business of their respective 
institutions. 












Auditors Adopt Standard Confirmation Form 





New Form Put Out by American Institute of Accountants Will 
Be Added Convenience to Both Banks and Auditors 


originally undertaken at the sug- 

gestion of bankers, a standard form 
of bank confirmation for use by auditors 
in confirming certain facts relating to 
their clients’ affairs, has been printed for 
distribution by the American Institute 
of Accountants. 

The form, which is the work of a 
special committee on co-operation with 
bankers, is designed to meet the needs 
of bankers and auditors alike. Banking 
institutions have heretofore found it 
necessary to install elaborate systems of 
questionnaires in order to compile 
answers to the questions called for on 
the variety of forms used by various ac- 
countants. It is expected that the stand- 
ardization of these requests will elimi- 
nate much expense and inconvenience. 

During the course of the committee's 
work sample forms were received from 
twenty-one firms of accountants. While 
no two of the forms submitted proved to 
be exactly alike, they may be classified 
into three main groups, as follows: 

1. Forms providing, by columns or 
otherwise, for reply thereon with respect 
to bank balances, notes payable, collat- 
eral held, etc. 

2. Printed or mimeographed lists of 
questions requiring reply by letter. 

3. Individual requests for confirma- 
tion written on accountants’ own letter- 
heads and requiring reply by: letter. 

Besides the variations in size, arrange- 
ments, wording, etc., of the forms com- 
prising the first two of the foregoing 
groups, considerable variation was found 
to exist as regards the character and 
number of matters concerning which in- 
formation is requested. In only four 
cases is the bank requested to specify if 
balance on deposit is subject to with- 
drawal by check. In nine cases the re- 
quests specifically cover confirmation of 
more than one bank balance. In five 
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F exists two years of study 


cases specific inquiry is made regarding 
open letters of credit. In only one 
case is the bank asked to state that the 
client is not obligated except as speci- 
fied in the confirmation. Only three of 
the forms definitely provide for specific 
details and uniformity of replies. In 
only one case is the bank asked to 
answer “none” in case reply is negative. 
In five out of eight cases the forms re- 
quire that the date of audit, name of 
bank and name of client be entered 
twice. In some cases much of the data 
on returned confirmation is not essential 
to the auditors’ working papers. 

Considered from the standpoint of 
the bankers’ records and routine, the 
forms collected for the purpose of the 
survey showed that in three cases pro- 
vision is made for banks to retain copy 
for their files of information furnished 
on accountants’ form and that in five 
cases detachable request permits banks 
to retain original signed copy evidenc- 
ing authority to furnish information. 

Following a study of the forms sub- 
mitted, a new and tentative form was 
designed with a view to embodying most 
of the desirable features. This was used 
as a basis of discussion with officers of 
several of the larger banks of New 
York. These discussions indicated that 
the banks would welcome a standard 
form, preferably one general form of 
request rather than separate requests 
for each class of asset or liability to be 
confirmed. They particularly favor the 
idea of providing a duplicate form to 
be retained in their files. They prefer, 
and in some cases insist, that the word 
“certify” be omitted from confirmations 
prepared for their signature. 

The tentatively adopted form was 
modified to meet the views of the 
bankers and then submitted for sugges’ 
tions to a large number of accountants. 
No material changes were made. 
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Report from 


(Bank) 


Dear Sirs: 


We shall be obliged if you will kindly complete the attached report and mail it, in the 


enclosed addressed envelope, direct to 


Yours truly, 


19___ 





STANDARD BANK CONFIRMATION 





If this form is not 
used in replying, 
please mention reference 


Dear Sirs: 


We hereby report that at the ‘close of business on ____L__T9 our records showed the 





following balance(s) to the credit of. 


subject to withdrawal by check except as noted:* 








Se 
REMARKS 


(STATE IF BALANCE 18 NOT SUBJECT TO WITHDRAWAL 
BY CHECK AND WHETHER OR NOT IT BEARS INTEREST) 


AMOUNT DESIGNATION OF ACCOUNT 














We further report that the above mentioned depositor was directly liable to us in respect of loans, 


acceptances, etc. at the close of business on that date in the total amount of $________, as followss:* 














INTEREST 
AMOUNT DATE OF LOAN | DUE DATE DESCRIPTION OF LIABILITY, COLLATERAL, 
ere. | i PaI0 TO LIENS, ETC. 
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and was contingently liable as endorser of notes discounted and/or as guarantor at the close of business 








on that date in the total amount of $=», as below:* 








AMOUNT NAME OF MAKER DATE OF NOTE DUE DATE REMARKS 








———EEE 








Other direct and/or contingent liabilities, open letters of credit and relative collateral, liens, etc. were:* 


Except as stated above, according to our records the said depositor was in no way obligated to us. 


Yours truly, 





(Bank) 
Date. — By. 
‘Authorized Officer Title 
16 no such isems exist, please insert “NONE”. If, on the other hand, the space provided is inadequate, please enter totals hereon and attach a 
statement giving full detaits as called for bythe above coluanar headings. 





This form is arranged so that a carbon may be inserted between the original and 
duplicate thus permitting the bank to retain an exact duplicate of the information 


given for file records. 


AMERICAN INSTITUTE PUBLISHING Co., Inc. 
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BANCO DI SICILIA 


Heap OrFicE: PALERMO, ITALY 


Patrimonial Capital Lire 230.000.000 
Reserve «© 225.288.440 


Lire 455.288.440 


BRANCHES IN ITALY: Acireale, Adrano, Agira, Agrigento, Alcamo, Avola, Bagheria, 
Barcellona, Caltagirone, Caltanissetta, Canicatti, Carini, Catania, Cefalu’, Comiso, Corleone, 
Enna, Fiume, Francavilla, Francofonte, Gangi, Gela, Genova, Giarre, Grammichele, 
Lentini, Leonforte, Lercara, Licata, Lipari, Marsala, Mazara, Menfi, Messina, Milano, 
Milazzo, Mistretta, Modica, Monreale, Nicosia, Niscemi, Noto, Palazzolo Acreide, Palermo, 
Pantelleria, Partanna, Partinico, Paterné, Patti, Petralia Sottana, Piazza Armerina, Porto 
Empedocle, Racalmuto, Ragusa, Randazzo, Ribera, Riesi, Riposto, Roma, Salemi, 8. Agata 
di Militello, Sciacca, Siracusa, Taormina, Termini Imerese, Torino, Trapani, Trieste, 


Venezia, Vittoria, Vizzini. 


BRANCHES IN ITALY’S COLONIES AND POSSESSIONS: 


AFFILIATION IN THE UNITED STATES: 
HEAD OFFICE: 
BRANCHES: 


Tripoli D’Africa, Rodi, Coo. 


Bank of Sicily Trust Company 
487 Broadway, New York, N. Y. 
2059 Fulton St., Brooklyn, N. Y. 


590 E. 187th St., Bronx, N. Y. 
196 First Ave., New York, N. Y. 


109th Street and 2nd Ave., 


New York 


AGENTS AND CORRESPONDENTS THROUGHOUT ITALY 
AND IN ALL PARTS OF THE WORLD 


The Bank offers facilities for the transaction of every description of 
Banking Business in Italy 


The form, as it is now to be dis- 
tributed by the American Institute of 
Accountants, provides for a complete 
report on the client’s cash balance, the 
amount of his liability to the bank in 
respect of loans, acceptances and like 
items, and his contingent liability as en- 
dorser of notes discounted or as guar- 
antor. The form is prepared in duplicate 
so that a copy of the report can be 
detached by the banker for his files. 

The committee names certain advan- 
tages which it possesses. It is adapted 
for use in window envelopes, thereby 
facilitating mailing, particularly, when 
used in large quantities. The name of 
the client and the date as of which the 
confirmation is required need be inserted 
only once. The form is spaced for use 
in standard make typewriters. A mini- 
mum amount of space is devoted to the 
request. By slight rearrangement the 
form can be prepunched at top or side 


to allow for filing with the auditors’ 
working papers. The duplicate to be 
retained by the bank bears the signature 
of the client as authority for furnishing 
the information to the auditors. Dis 
tribution to accountants in charge of 
the particular audits to which confirma’ 
tions apply will be facilitated, especially 
in large offices, by inserting the respec: 
tive initials in the space provided. 
While the proposed form is somewhat 
more elaborate than the majority of 
those in general use, the cost of print: 
ing in large quantities would not be 
excessive. 

The form is to be distributed to the 
membership of the American Institute 
of Accountants, and through it, sub 
mitted to bankers with the co-operation 
of local organizations, with a view to 
its ultimate wide acceptance. Its being 
copyrighted and _ distributed solely 
through the Institute will preserve its 
uniformity. 





The 


NATIONAL BANK 
OF DETROIT 
Statement of Condition, December 30, 1933 


RESOURCES 


Cash on Hand and Due from 
other Banks. . . . . . $ 41,577,668.60 
United States Government Se- 


SS) wee, Ss ee 81,745,073.12 $123,322,741.72 


Securities other than U. S. Government me 6,719,311.93 
Stockin Federal ReserveBank . .... . 675,000.00 
Leemsend Discounts. . . . . «© « « 72,559,992.33 
RealEstate Mortgages ........ 11,428,890.49 
Overdrafts Ses Se ee ee 7,747.58 
Accrued Interest Suetinehte— Net ee PP eee 731,265.72 
Customers’ Liability account of Acceptances . . 7,139.74 
Co a eo a -e 96,982.21 


TOTAL RESOURCES. ... . . . .. $215,549,071.72 


LIABILITIES 
Deposits: 
Commercial, Bank and Savings $170,075,372.64 
Public Funds secured by 
pledge of U.S. Govt. Bonds: 
Treasurer—State of Michi- 
ge Seats Se lice oxe 5,081,880.35 
U.S. Seven ari 10,324,098.43 
Miscellaneous ... . 236,698.50 


Other Public Deposits. . . 3,975,024.49 $189,693,074.41 


Capital Account: 
Preferred Stock. . . . . $ 12,500,000.00 
Common Stock etd ok cop Oot 5,000,000.00 
Surplus... i Px 5,000,000.00 
Undivided Profits Seat in) . 2,500,000.00 
Undivided Profits (earned) . 405,460.39 $ 25,405,460.39 


Reserve for Contingencies . . aie tat” anes al td 300,000.00 
Reserve for Expenses and Dividends Sa he ee es 143,397.18 
Our Liability account of Acceptances . . ... 7,139.74 


TOTAL LIABILITIES. .... . . « @2Isseevk-7 








THIS TO YOUR TRUST OFFICERS 


ee 
—__ 
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—— 
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TRUS 


CONTENTS 


PERSONAL TRUST 
ADMINISTRATION 


THE TRUST AGREEMENT 


SUCCESSOR OR 
SUBSTITUTED TRUSTEE 


COMMENCING THE 
ADMINISTRATION 


THE TRUSTEE’S 
RECORDS 


INVESTMENTS 
INCOME 


ADDITIONS AND 
WITHDRAWALS 
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ADMINISTRATION 


ACCOUNTING 
INSURANCE TRUSTS 


SETTLEMENTS AND 
OTHER TRUSTS 


Free Trial 
Offer 


MEN 


This book is for YOU 


Personal Trust Administration 
by Cuthbert Lee, former trust super- 
visor, Guaranty Trust Company of 
New York, is a book which progressive 
trust men throughout the country are 
finding to be a working manual and 
guide book for practical application 
to their administrative problems. 


¢- BUT - 


SEEING IS BELIEVING. We will 
send you a copy at our expense — 
for your own inspection. No cost: 
No obligation. 


CLIP — AND MAIL AT ONCE 


BANKERS PUBLISHING COMPANY 
465. Main Street, Cambridge, Mass. 

Gentlemen: Let me look this book over, 
(Personal Trust Administration). After five days 
I will either remit $5 in payment for the book 
or return to you. 





INVESTMENT AND FINANCE 


A MONTHLY SURVEY OF CURRENT DEVELOPMENTS AFFECTING 
THE BANK INVESTMENT MARKET 


The Moratorium Mortgage Decision 


UCH interest has been called 
M forth in investment circles by 

the recent decision of the 
United States Supreme Court upholding 
a statute of the State of Minnesota pro- 
viding for a limited moratorium on farm 
mortgages. The decision, reached by a 
vote of five to four, was rendered by 
Chief Justice Hughes. Broadly speak- 
ing, the decision was based upon the 
ground that the Minnesota statute was 
designed to meet an emergency, and that 
it could not extend beyond the life of 
the special conditions which called for 
its enactment. Chief Justice Hughes 
took note of existing conditions, which 
require legislation created to sustain the 
present social structure. 

The decision is of great interest to 
banks and insurance companies holding 
a large volume of real estate mortgages. 
Where similar statutes exist in other 
states, the effect will be to delay fore- 
closures until a more favorable time, or 
perhaps to postpone them indefinitely in 
many cases. ‘This outcome should not 
be interpreted as being unfavorable to 
the holders of mortgages on real prop- 
erty, but rather in their actual interest. 


GOVERNMENT COMPETITION 
WITH PUBLIC UTILITIES 


OLDERS of public utilities securi- 


ties are entering protests against 

the support being given by the 
Government to enterprises designed to 
compete with those already in existence 
and privately owned. In their view this 
competition will injuriously affect the 
value of securities purchased in good 
faith and in reliance upon their sound- 
ness from an investment standpoint. It 
1s considered by the owners of these 
securities that the Government is sup- 
Porting a policy destined to cause ruin- 
ous competition with existing plants, and 


that this will inevitably cause a depre- 
ciation in the value of the securities of 
public utility concerns owned and op- 
erated privately. 

This view is further supported by the 
statement that while in a number of 
cases the existing companies have been 
improperly managed, their record upon 
the whole is not such as to justify the 
entrance of the Government into this 


field. 


A SINKING FUND FOR RAILWAY 
BONDS 


NTEREST has been attracted to this 
[sities by the fact that President 
Roosevelt considers it as a prerequi- 
site to a sound policy of railway finance. 
While the President’s attitude is merely 
that of recommending the adoption of 
such a policy, it is said that the Inter- 
state Commerce Commission has power 
to insist that it be followed when the 
commission is asked to give its approval 
to the fresh issue of securities. 
Ordinarily the railways can provide 
for their financial requirements by the 
sale of additional stock, and can meet 
their maturing bonds by the process of 
refunding. That provision for the pay- 
ment of a debt, instead of its perpetua- 
tion, at the time of its creation is un- 
doubtedly a sound principle of finance, 
but with the railways as with the Gov- 
ernment itself sound principles are not 
easily applicable under existing condi- 
tions. 


HEAVY TREASURY 
BORROWINGS 


ITH the huge financial require- 
ments of the Treasury, as dis- 
closed in the President’s annual 


budget message, Government financing 
will occupy the leading post in invest- 
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ment circles for some months to come. 
While the extraordinary needs of the 
Treasury will call for enormous sums, it 
seems to be the belief that these demands 
can be met by the banks and the public. 
So far as the banks are concerned, thev 
have at their command a very large vol- 
ume of funds for which at present there 
is scant demand, and they are therefore 
in a position to take up the bulk of the 
Treasury offerings. Private investors are 
in a less fortunate position, their ability 
to invest being seriously curtailed by loss 
of income. But where this loss has not 
occurred, they should be able to absorb 
Governments, particularly in view of the 
fact that corporate offerings have of late 
been so small. 


REAL ESTATE MORTGAGES IN 
NEW YORK 


HAT the real estate mortgage sit- 

uation in New York City is less 

unsatisfactory than might be in- 
ferred from the publicity given the sub- 
ject, appears in a recent statement made 
by Walter H. Bennett, president of the 
Emigrant Industrial Savings Bank. Mr. 
Bennett says: 


“The fundamental strength of New 
York real estate first mortgages has been 
well demonstrated over the last four 
years of unparalleled business depression. 
Such mortgages should not be confused 
with the unhappy results of speculative 
real estate financing based on the in- 
flated appraisals and prospects of 1929. 
A few pertinent facts, drawn from the 
actual experience of the Emigrant In- 
dustrial Savings Bank, might be helpful 
in dispelling any such confusion. 
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“In the first place, exactly how serious 
is the so-called ‘trouble’ list of real estate 
mortgages? This ‘trouble’ list includes 
mortgages actually foreclosed and, in 
general, properties on which the bank 
holds assignments of income or acts as 
mortgagee in possession. We find that 
less than 33/4 per cent. of the total num- 
ber of individual mortgages held have 
actually been foreclosed, and that the 
total ‘trouble’ list, including these fore: 
closures, amounts to about 13 per cent. 
of the total number. The other 87 per 
cent. are meeting interest and taxes ina 
fashion that speaks very well indeed for 
the solidity of New York real estate. 

“Now let us make an analysis of the 
‘troublesome’ 13 per cent. itself—that is, 
of the 334 per cent. of actual foreclos- 
ures and the 91/4, per cent. of properties 
under assignment or similar arrange: 
ment. On a most conservative 1933 ap- 
praisal, taking into account current low 
earnings as well as construction costs 
and land values, the vast majority of 
these foreclosures and rent assignments 
have a value considerably in excess of 
the face of the mortgage or of the cost 
at foreclosure. They are still sound as 
capital assets, and many of them, under 
good management, show a satisfactory 
income return as well. I could cite, for 
example, tenement properties which, 
when allowed to depreciate, showed only 
15 per cent. occupancy and no net earn 
ings, but with cleaning and renovation 
now show 80 per cent. to 90 per cent. 
occupancy, and enough income to pay 
taxes and full interest on the amount of 
the original loan plus renovation costs. 

“Our policy toward such properties in 
difficulty has been very clear. First of 
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all, during all these difficult years, we 
have not called a single loan that was 
meeting its interest, taxes and amortiza- 
tion even though the principal fell due. 
Then, we have tried to help the owner 
by encouraging him to keep the prop- 
erty in good shape and thus help his 
rental situation. In many cases, we have 
waived amortization payments on condi- 
tion that the amount so saved would be 
put into improvement and maintenance 
of the property. 

“If, after experience, we found that 
the owner was simply a poor manager, 
or that he was using rentals to meet 
other expenses than those connected with 
the property itself, we usually demanded 
an assignment of rents and the right to 
manage the property for him. This 
move frequently provided enough to re- 
establish the true earning power of the 
property. We have resorted to fore- 
closure, in our depositors’ interests, only 
in extreme cases of bad faith or the 
owner's complete financial inability to 
put or maintain the properties in sound 
condition. It sometimes happens that 
the only chance of restoring the earning 


IN PRINCIPAL CITIES 


power and value of a property is to 
spend new money for renovation or 
modernization. In such cases, where the 
owner could not carry the mortgage, 
much less provide funds for renovation, 
we have taken over the properties and 
improved them ourselves, charging off 
the costs of such improvements entirely 
to our current earnings. Our work in 
this regard has often helped to improve 
property values in an entire surround- 
ing neighborhood. 

“Partly because other institutions have 
been doing similar constructive work, 
and partly because of increased employ- 
ment and public spending, the records 
show a general improvement in rentals 
and occupancies over the last few 
months of 1933. We not only have the 
satisfaction of seeing some 87 per cent. 
of our mortgages holding their own with 
encouraging firmness, because they were 
originally made on sound appraisals, but 
indications are also piling up that the 
remaining 13 per cent. are far less 
troublesome, when properly managed, 
than many people dared to hope a year 
ago. 
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From this it would seem that the his- 
tory of real estate mortgages, in New 
York City at least, is largely governed 
by the care with which these mortgages 
were made in the first place. 


GAS REVENUES $560,302,500 FOR 
TEN MONTHS OF 1933 


URING the first ten months of 
1933 revenues of manufactured 


and natural gas utilities declined 
6 per cent., dropping from $597,790,300 
in the first ten months of 1932 to $560,- 
302,500 in the corresponding period of 
1933, it was announced recently by Paul 
Ryan, chief statistician of the American 
Gas Association. 

The manufactured gas companies re- 
ported revenues of $315,107,400 for the 
first ten months, or 8.6 per cent. less 
than for the same period of the preced- 
ing year, while revenues of the natural 
gas utilities aggregated $245,195,100, a 
decline of 3.2 per cent. 

Sales of manufactured gas reported 
for the ten-month period totaled 291,- 
860,200,000 cubic feet, a loss of 6 per 
cent., while natural gas sales were 682,- 
129,000,000 cubic feet, an increase of 2 
per cent. over the corresponding period 
of the preceding year. 

This decline in sales and revenue ap- 
peared to characterize practically all 
sections of the country served with 
manufactured gas. In regions served 
with natural gas, however, the decline 
in sales and revenues was relatively much 


less severe, owing to marked expansion 
in sales of gas for industrial uses. 

In New York State, sales of natural 
gas for industrial uses increased 50 per 
cent.-during the first ten months of 1933, 
while in the states of Pennsylvania and 
Ohio the gain in this class of business 
was 16 per cent. and 30 per cent., re- 
spectively. Some states in the mid-con- 
tinent area also reported pronounced 
gains, industrial sales of natural gas in 
Oklahoma gaining 27 per cent. during 
the ten-month period. 

A significant feature of the data re- 
ported by the manufactured gas com- 
panies was an increase during the year 
of nearly 22 per cent. in the number of 
customers using gas for house-heating 
purposes. 


DIFFICULTY IN INVESTING 
TRUST FUNDS 


( yard, act in the monetary stand- 
ard, actual or contemplated, have 
brought a comparatively new 

problem to be dealt with by those re- 

sponsible for investing trust funds. This 
matter was dealt with quite extensively 
in an address, delivered a short time ago, 
by C. Alison Scully, vice-president of 
the Bank of Manhattan Company, New 

York, and president of the Corporate 

Fiduciaries Association. Defining the 

doctrine of trusts, and the perplexities 

of present conditions, Mr. Scully said: 


“Although the doctrine of trusts has 
been greatly enlarged, there has been no 
fundamental change in the duty of the 
trustee. He must first maintain the 
principal of the trust intact in so far as 
possible and then obtain the maximum 
yield of income consistent with safety. 
As it is stated in the American Law In- 
stitute Restatement of the Law of 
Trusts, Tentative Draft No. 4, No. 219, 
‘In making investments of trust funds, 
the trustee is under a duty to the bene’ 
ficiary, in the absence of provisions in 
the terms of the trust or of a statute 
otherwise providing, to make such in 
vestments as a prudent man would make 
of his own property having primarily in 
view the preservation of the trust estate 
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and the amount and regularity of the in- 
come to be derived.” How, I ask you, 
can any trustee today hope or expect to 
maintain the principal of the trust intact 
when the unit of investment, the dollar, 
is a variable quantity? Certainly it does 
not seem likely that he will do it or come 
anywhere near doing it by holding 
nothing but bonds or mortgages, no mat- 
ter how high grade they are if the dollar 
is going to keep on depreciating. If the 
trustee does hold on, he is really recon’ 
ciling himself to some loss of principal 
and is wondering, or speculating if you 
will, on how little or how much that loss 
will be. Maybe this is the right course. 
Maybe the risk in everything is so seri- 
ous that the risk in the value of money 
is the minimum risk the trustee can 
take.” 
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To meet the situation Mr. Scully said: 


“Several courses of action are pro- 
posed: (1) The purchase of common 
stocks, (2) the purchase of real estate, 
(3) the purchase of obligations payable 
exclusively or alternatively in other cur- 
rencies.” 

After examining the claims advanced 
for each of these policies, the speaker 
concluded: 


“The dilemma of the trustee in the 
investment of trust funds is thus ap- 
parent. Without act of omission or 
commission on the part of the trustee, 
but as the result of the policy of the 
Federal Government, the value of the 
prime securities in all trusts seems about 
to be, if it has not already been, seriously 
impaired. The future buying power of 
our beneficiaries, if not reduced, is sorely 
menaced. There is no certain way by 
which the further effects of inflation or 
debasement may be neutralized. The 
thoughtful trustee knows that in follow- 
ing any or all of the three methods cur’ 
rently proposed, while the result desired 
and sought for may be attained, forces 
which cannot be ascertained or measured 
in advance may prevent it. But the 
diligent trustee is always alive to his re- 
sponsibilities, and if one attempts to 
state in general terms what the function 
of the trustee today is, it might be said 
that he should: first, re-examine the in- 
vestment policy of the trust in the light 
of present conditions and exercise his 
best judgment in abandoning, continu- 
ing or varying that policy; second, give 
continuous and continuing consideration 
to the problem with such revision in the 
policy as circumstances dictate; third, 
have frequent exchange of opinion with 
other trustees as to their policies; and 
finally, execute whatever policy is de- 
termined upon in a spirit of high cour: 
age and loyal service to the bene 
ficiaries.”” 
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BANK NOT LIABLE FOR EM- 
PLOYE’S EMBEZZLEMENT 
OF SCHOOL FUNDS 


American Surety Co. v. First Trust Co., 
Supreme Court of Nebraska, 
°248 N. W. Rep. 697 


HE defendant bank’s bookkeeper, 
ik was also treasurer of a school 

district, deposited funds belonging 
to the district in the defendant’s name in 
another bank. Later he withdrew and ap- 
propriated a portion of the funds. He 
had no authority to make the deposit 
and the officers of the defendant had no 
knowledge of the transaction. The 
plaintiff surety company, which signed 
as surety the bookkeeper’s bond as school 
district treasurer, made good the amount 
of the loss to the school district and 
brought this action against the bank on 
the theory that the bank was liable to 
the school district. The court held that 
there was no liability on the part of the 
bank. The treasurer was the proper 
custodian of the school district funds and 
the defendant bank was in no way a 
party to what he did with the funds 
after they came to his hands. 


Suit by the American Surety Com- 
pany of New York against the First 
Trust Company of Aurora, Nebraska, 
and others. From a judgment dismissing 
the suit as to the named defendant, 
plaintiff appeals. 

Affirmed. 

Charles F. Adams, of Aurora, and 
Montgomery, Hall & Young, of Omaha, 
for appellant. 

Craft, Edgerton & Frazier, of Aurora, 
for appellee. 


OPINION OF 
ROSE, 


THE COURT 


J—tThis is a suit by the 
American Surety Company, plaintiff, 
surety on the official bond of Murlin F. 
Brock as a school district treasurer, to 


recover the amount of school funds 


which he mingled with funds of the First 
Trust Company of Aurora and em- 
bezzled. Brock deposited $2929.88 of 
school district funds in the checking 
account of the First Trust Company in 
the Farmers’ State Bank of Aurora, 
from which he withdrew and embezzled 
$920. The records of the First Trust 
Company showed the items of school 
district funds deposited and the with- 
drawals. Plaintiff, the surety, restored 
to the school district the amount of 
Brock’s shortage; charged him and the 
First Trust Company, defendants, jointly 
with conversion; sought to impress with 
a trust the school funds deposited to 
the credit of the First Trust Company; 
pleaded on behalf of the surety, by vir- 
tue of assignment and subrogation, the 
initial rights of the school district; 
prayed for judgment against the First 
Trust Company for the amount of the 
mingled funds which Brock embezzled. 
The facts upon which plaintiff sought 
relief were pleaded in detail. 

The suit was defended on the grounds 
that the First Trust Company committed 
no wrong; that Brock, while acting as 
bookkeeper for the First Trust Com- 
pany, during a temporary absence of the 
regular bookkeeper, surreptitiously de- 
posited to its credit in its checking ac- 
count in the Farmers’ State Bank of 
Aurora $2929.88 belonging to the 
school district of which he was treas- 
urer; that he afterwards drew out at 
three different times and embezzled 
$920, the amount in controversy, leav- 
ing in the account a remainder of 
$2009.88; that the deposit in the name 
of the First Trust Company was unau- 
thorized; that the First Trust Company 
and its officers had no knowledge of the 
deposit or of the withdrawals until after 
the felony had been committed; that 
Brock was dismissed from the service of 
the First Trust Company without delay; 
that the remainder of the deposit, 
$2009.88, was promptly restored to and 
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accepted by the school district; that the 
First Trust Company received no benefit 
from the unauthorized deposit or from 
the withdrawals; that Brock did not act 
for it in making the deposit; that the 
First Trust Company did not borrow 
any school funds; that Brock, while 
withdrawing the $920, was the treasurer 
of the school district and was entitled 
to possession of the school funds en- 
trusted to him in his official capacity. 
Unadmitted matter pleaded in the 
answer was denied in a reply. 

Upon a trial of the cause, the district 
court found the issues in favor of the 
First Trust Company and dismissed the 
suit as to it. Plaintiff appealed. 

In the brief and at the bar, counsel 
for plaintiff ably argued the propositions 
that the judgment below is not sup- 
ported by competent evidence; that the 
records of the First Trust Company 
show that it had on deposit to its credit 
in the Farmers’ State Bank funds in the 
sum of $2929.88 belonging to the school 
district of which Brock was treasurer; 
that it returned to the school district, 
the owner of the funds, only $2009.88 
thereof, leaving a balance of $920; that 
plaintiff restored the embezzled funds 
and to that extent was subrogated to the 
rights of the school district; that Brock 
was the agent of the First Trust Com- 
pany in making the deposit and in with- 
drawing part of it; that it was charge- 
able with notice of its own records and 
with what Brock did in its name; that 
by its own wrongdoing it became a trus- 
tee with the duty of returning the entire 
deposit to the school district; that there 
is no competent proof to overcome evi- 
dence of the facts entitling plaintiff to 
relief. 

The cause was tried to the court with- 
out a jury and it will therefore be as- 
sumed on appeal that competent evi- 
dence only was considered below. Ex- 
cept by inference there is nothing to 
connect the First Trust Company with 
any wrongful act in connection with 
funds of the school district. There is 
direct evidence that the records and book 
entries made by Brock as bookkeeper 
were not examined by any officer of the 
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First Trust Company prior to the em 
bezzlement; that he had no authority 
to make the deposit as he did; that he 
did so for his own purposes exclusively; 
that the First Trust Company did not 
profit by the deposit or by the with- 
drawals. While treasurer, Brock was 
the proper custodian of the school dis- 
trict funds and had a right to possession 
thereof for the purpose of discharging 
his official duties. For that purpose, the 
First Trust Company, had it known of 
the deposit, could have turned it over to 
him as treasurer without liability for 
subsequent disbursement, in absence of 
any reason to suspect he would misap- 
propriate it. State v. Farmers’ & Mer- 
chants’ Bank, 112 Neb. 840, 201 N. W. 
897. Embezzlement after the with 
drawal of the $920 from the Farmers’ 
State Bank was a felony in which the 
First Trust Company had no part. After 
Brock’s removal as treasurer, upon dis- 
covery of the deposit and the shortage, 
the remainder of the deposit was turned 
over to the school district. Direct evi- 
dence not discredited proves that the 
First Trust Company and its officers 
knew nothing of the deposit or of the 
withdrawals or of the embezzlement or 
of Brock’s book entries until after the 
felony had been committed. The First 
Trust Company, therefore, was not a 
participant in the wrong that made 
plaintiff liable on the treasurer’s bond 
for the shortage. Competent evidence 
proves the defenses and overcomes the 
inferences in favor of plaintiff's cause of 
action. Prejudicial error has not been 
found in the record. 
Affirmed. 


CASHIER’S CHECK NOT A 
PREFERRED CLAIM 


Banker of M. W. of A. v. Harrison, 
Commissioner of Finance, Springfield, 
Mo., Court of Appeals, 62 S. W. 
Rep. (2d) 486 


The holder of a cashier's check is not 
entitled to a preference over other cred- 
itors or depositors of the bank, by which 
the check was issued, upon the failure of 
the bank. His right is merely to come in 
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and share in the assets of the bank with 
others holding general claims against the 
bank. 

Claim of the banker of M. W. of A. 
by W. C. Tinker against D. R. Harri- 
son, Commissioner of Finance, in charge 
of the Joplin State Bank. From a judg- 
ment allowing the claim as preferred, 
defendant appeals. 

Reversed. 


OPINION OF THE COURT 


BAILEY, J.—This is a claim for pref- 
erence against the defunct Joplin State 
Bank. The claim for preference is based 
upon a cashier’s check dated January 
13, 1932, payable to the order of “Head 
Banker M. W. of A.,” in the sum of 
$1122.55 and signed by Ord H. Roehling 
for assistant cashier. As near as we can 


determine from the meager record in 
this case the cashier’s check was issued 
under circumstances substantially as fol- 
lows: The “Head Banker M. W. of A.” 


had a checking account in the Joplin 


State Bank. The money which was de- 
posited in this account was collected by 
the local clerk of the order and turned 
over to the local agent or “banker of the 
M. W. of A.” at Joplin, who in turn 
deposited the money in the name of the 
order as above stated. The local banker 
apparently had authority to draw checks 
for local expenses against this account. 
At the end of each month the local clerk 
would make out his report, indicating 
the balance on hand due the head office. 
The local banker of the order would 
thereupon give him a check for the 
money shown to be due in the report. 
The clerk would then purchase a draft 
for said amount payable to the “Head 
Banker M. W. of A.” and forward 
same to the home office along with his 
report. That was the method followed 
in the present case. The record does 
not show when the bank failed but the 
clam was filed in March, 1932. The 
bank had on hand funds sufficient to 
pay plaintiff's claim at the time it closed 
its doors. The deposit was carried by 
the bank as were all other deposits. 
Upon this evidence the trial court found 
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the claim should be allowed as a pre- 
ferred claim and defendant has appealed. 

There is but one question on this ap- 
peal, which, if we understand the rec- 
ord in the case, may be briefly stated as 
follows: Where a depositor in a bank 
buys a cashier’s check payable to itself 
and makes such purchase by drawing a 
check against its own checking account 
in said bank and before said cashier's 
check is paid, the bank fails, is the payee 
of said check entitled to a preference? 
It is our opinion the payee of a cashier's 
check is not entitled to a preference 
under such circumstances. It is said in 
8 C. J. p. 37 that, “The phrase, “bank- 
er’s check,’ has no place in legal or finan- 
cial terminology, it has been suggested; 
but the popular significance of the term 
is a check drawn by a banker, as dis- 
tinguished from a bank check which may 
be drawn on a bank by anybody.” The 
same would be true of a cashier’s check. 
When drawn to the order of the deposi- 
tor who draws a check against his own 
account for the amount thereof, it is 
nothing more than an acknowledgment 
of the indebtedness which the bank al- 
ready owes the depositor. No change of 
title as against a bank drawing a check 
upon itself is affected thereby. The re- 
lationship of debtor and creditor con- 
tinues. 

Clark v. Chicago Title & Trust Co., 
186 Ill. 440, 57 N. E. 1061, 53 L. R.A. 
232, 78 Am. St. Rep. 294. It has been 
held in this state that as to a draft on 
another bank purchased by a depositor 
by his check drawn on his account in 
the bank which drew the draft and 
which draft was not paid because of the 
failure of the drawer bank, the holder 
of the draft was not entitled to a pref- 
erence. Cormaney v. Wells-Hine Trust 
Co. et al. (Mo. App.) 44 S. W. (2d) 
172, 275. 

It was there said: “In this case, the 
purchaser did not part with any prop- 
erty, the bank received no property; its 
assets were not augmented; claimant was 
not defrauded; there was no resulting 
trust; and there was no fund or subject- 
matter to impress with a trust; and con- 
sequently no basis for a priority de- 
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mand.” This case is followed in Gib- 
son v. Gower Bank (Mo. App.) 52 S. 
W. (2d) 411. There are other cases 
which recognize the same rule of law. 
Fletcher v. Cantley, 226 Mo. App. 1060, 
47 §. W. (2d) 217, 220; Bank of Re- 
public v. Republic State Bank, 328 Mo. 
848, 42 S. W. (2d) 27-30. 

In the Fletcher Case wherein it was 
held that the holder of the cashier's 
check was entitled to a preference, the 
cashier’s check was payable to a third 
person, which distinguishes that case 
from the case at bar. If any element of 
fraud entered into the transaction, none 
of which appears in this case, the rule 
would be different. Missouri Public 
Service Co. v. Cantley (Mo. App.) 57 
S. W. (2d) 755. 

We perceive no sound reason for al- 
lowing a preference in the present case. 
The relationship of debtor and creditor 
continued to exist between plaintiff and 
the bank after the cashier's check was 
issued, and plaintiff was therefore not 
entitled to have its claim preferred. The 


judgment must be reversed. It is so 
ordered. 


CERTIFICATION OF CHECK BY 
TELEPHONE NOT VALID 


First National Bank of Mathis v. Dick- 
son, Court of Civil Appeals of 
Texas, 59 S. W. Rep. (2d) 179 


Certification, to be valid, must be 
in writing, under the Negotiable In- 
struments Act. It follows that a 
statement by a bank teller over the 
telephone to the effect that a check 
drawn on the bank would be paid, 
is not binding and cannot be enforced 
against the bank. 

In this case it appears that a Mrs. 
Reed requested J. R. Nelson, cashier of 
the plaintiff, First National Bank of 
Mathis, to cash a check for $875. The 
check was signed by J. H. Dickson, was 
payable to the order of Mrs. Reed, and 
was drawn on the First National Bank 
of George West, one of the defendants. 

Nelson called the George West bank 
on the telephone and inquired of the 


teller if the bank would pay the check. 
The reply was “Yes, if it bore the gen- 
uine signature of J. H. Dickson.” The 
plaintiff bank cashed the check but be- 
fore it could be presented for payment, 
payment was stopped by the drawer. It 
appeared that, while the drawer’s signa: 
ture was genuine, the amount had keen 
filled in without the drawer’s authority 
and, according to the court, “was there: 
fore a forgery.” 


OPINION OF THE COURT (IN PART) 


Article 5941, §132 (Rev. St. 1925) 
reads as follows: “The acceptance of a 
bill is the signification by the drawee of 
his assent to the order of the drawer. 
The acceptance must be in writing and 
signed by the drawee. It must not ex- 
press that the drawee will perform his 
promise by any other means than the 
payment of money.” 

It is clear from this provision of the 
Uniform Negotiable Instruments Act, 
adopted by this state in 1919, that an 
acceptance of a check or bill of exchange 
must be in writing to be valid and bind- 
ing. 

Appellant (plaintiff bank) contends 
that this is not a suit on a check but is 
a suit on breach of contract. In other 
words, that the George West bank had 
contracted to accept this check and 
breached that contract. We do not con’ 
cur in this fine distinction. If this con 
tention could be upheld, the statute 
which provides that an acceptance must 
be in writing would be rendered mean: 
ingless, 

Appellee cites First National Bank of 
O'Donnell v. Citizens’ National Bank 
of Lubbock (Tex. Civ. App.) 38 S. W. 
(2d) 648. We distinguish this case from 
the case at bar, in that there the bank 
cashed a draft and not a check. The 
draft was drawn by the party to whom 
the money was paid. There was no 
third person involved as there is here. 
In other words, this is what happened in 
the O'Donnell case: Bank No. 1 called 
bank No. 2 over the telephone and said 
in effect: “We have your man Hamilton 
here in our bank. He is a stranger to 
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us. He says you will credit him. He 
wants to borrow $275.00. We will let 
him have the money for you if you 
want us to. What shall we do?” Bank 
No. 2 replies: “Go ahead and let him 
have the money.” In this way an 
original obligation was created on the 
part of bank No. 2. 

In the case at bar a third person was 
presenting the check of Dickson. Both 
banks were charged with knowledge of 
the fact that Dickson had a right to 
“stop payment” on the check until it 
was paid by the George West bank or 
certified to or accepted in writing by 
such bank. Under such circumstances 
an oral acceptance was invalid. 

The trial court’s findings of facts, 
paragraph9, read as follows: “The prom- 
ise made by the defendant bank was a 
verbal promise to answer for the debt 
of J. H. Dickson and not to subserve 
some purpose of its own. The inten’ 
tion of the defendant bank being to con- 
vey to plaintiff bank the information 
that J. H. Dickson had on deposit with 
defendant bank a suficient amount of 
money to cover said check.” 

In the absence of a statement of facts, 
this court is absolutely bound by this 
finding. 

Where the facts are as above found 
the courts of this state and many other 
states, since the adoption of the Uni- 
form Negotiable Instruments Act, have 
held that such an oral acceptance is void 
and that the accepting bank could not be 
held either upon the “bill” or the “prom- 
ise. 


PAYMENT OF ASSESSMENT DOES 
NOT AFFECT STOCKHOLDERS’ 
STATUTORY LIABILITY 


Whitfield v. Dorman, Banking and Se- 
curities Com’r, Court of Appeals 
of Kentucky, 61 S. W. 
Rep. (2d) 280 


The fact that the stockholders of a 
bank are called upon, while the bank is 
a going concern, to pay an assessment of 
100 per cent. on the shares of stock held 
by them, for the purpose of restoring 
the bank’s impaired capital, will not re- 
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lieve them from the liability imposed 
upon bank stockholders by statute upon 
the failure of the bank. 


Suit by James R. Dorman, banking 
and securities commissioner, against 
Gaius Whitfield. From a judgment in 
favor of the plaintiff, the defendant ap- 
peals. Afhrmed. 


OPINION OF THE COURT (IN PART) 


REES, C. J.—This is a suit brought 
by James R. Dorman, banking and se- 
curities commissioner of the common- 
wealth of Kentucky, to enforce against 
a stockholder of a closed bank the 
double liability imposed by section 595 of 
the Kentucky Statutes. 

The Citizens’ Bank & Trust Company 
of Middlesboro closed its doors for busi- 
ness and went into liquidation on No- 
vember 28, 1930. The defendant, Gaius 
Whitfield, owned 36 shares of the capital 
stock of the par value of $100. After 
taking possession of the bank for the 
purpose of liquidation, the banking and 
securities commissioner ascertained that 
its assets would be insufficient to pay its 
debts and liabilities, and that it would be 
necessary to make an assessment against 
the stockholders of 100 per centum of the 
par value of their stock. A showing to 
this effect was made to the Bell circuit 
court in a proper proceeding, and the 
circuit court entered an order directing 
the banking and securities commissioner 
to assess severally the shareholders of the 
Citizens’ Bank & Trust Company the 
par value of the stock owned by each 
and to collect the assessment by demand 
or suit. 

This suit was filed against Whitfield 
to recover $3600, the par value of his 
stock, and he defended on the ground 
that he had paid an assessment of 100 
per centum on the shares of capital stock 
of the bank owned by him pursuant to 
an assessment made as of August 19, 
1926, to restore the impaired capital of 
the bank. It appears from the pleadings 
that, prior to August 19, 1926, the cap- 
ital of the bank had become impaired 
through defalcations of an employe, and 
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that the banking commissioner of Ken- 
tucky, after making an investigation of 
the affairs of the bank, ordered the di- 
rectors to make an assessment of 100 per 
centum on all outstanding shares of the 
capital stock of the bank amounting to 
the total sum of $50,000. The directors 
complied with the order of the banking 
commissioner, and made and collected 
the assessment, and the bank continued 
as a going concern until it closed on 
November 28, 1930. A demurrer to the 
defendant’s answer was sustained by the 
trial court, and, upon his refusal to plead 
further, judgment was entered against 
him for the sum of $3600. 

On this appeal it is urged in his behalf 
that he discharged his double liability as 
provided in section 595 of the Statutes 
when he paid the 100 per centum assess- 
ment on his stock in 1926 to restore the 
impaired capital stock of the bank. The 
assessment of 1926 was made pursuant 
to section 165a-15 of the Statutes which 
then read: “Whenever it shall appear 
that the capital stock of any bank has 
been impaired, the banking commissioner 
shall notify such bank and each director 
thereof, to make such impairment good 
within thirty days, and it shall be the 
duty of the officers and directors of any 
bank receiving such notice from the 
banking commissioner immediately to call 
a special meeting of its stockholders for 
the purpose of making assessments on its 
stock sufficient to cover the impairment 
of its capital, payable in cash: Provided, 
That such bank may with the consent of 
the commissioner reduce its capital to the 
extent of the impairment, if such reduc- 
tion will not place its capital below the 
amount required by law.” 

Section 165a-15 is substantially the 
same as section 586, which was an act of 
1893, except that the banking commis- 
sioner is substituted for the secretary of 
state. Section 595 of the Statutes, so far 
as it is pertinent to the question before 
us, reads: “The stockholders of each 
bank organized under this article shall be 
individually responsible, equally and 
ratably, and not one for the other, for all 
contracts and liabilities of such bank to 


the extent of the amount of their stock 
at par value in addition to the amount 
of such stock.” 

These statutes deal with entirely dif- 
ferent situations, and a payment under 
section 165a-15 does not absolve the 
stockholder from subsequent liability un- 
der section 595. The purpose of section 
165a-15 is to enable a bank, the capital 
stock of which has become impaired, to 
continue as a going concern, and the 
assessment made against the stockholders 
to restore the impairment is primarily 
for the benefit of the bank itself and 
consequently of its stockholders, while 
the assessment authorized by section 595 
is solely for the benefit of the bank’s 
creditors. 

The precise question presented by this 
appeal has never been before this court, 
but there are numerous decisions of other 
courts construing statutory and consti 
tutional provisions similar to the pro 
visions of section 165a-15 and 595 of 
our Statutes. Section 6077 (4146), 
Compiled General Laws of Florida 1927, 
relating to making good impaired capital 
of a bank, and section 6059 (4128), 
Compiled General Laws of Florida 1927, 
relating to double liability of stockhold- 
ers, correspond respectively to sections 
165a-15 and 595 of our Statutes. In 
Russ v. Golson, 102 Fla., 865, 136 So. 
506, 508, the Supreme Court of Florida 
had before it the question presented in 
the record before us. In holding that 
payments made by stockholders of a bank 
for the purpose of restoring the impaired 
capital did not absolve the stockholders 
from the double liability provision when 
the bank later became insolvent, the 
court said: “Assessment of bank stock to 
make good impairment of capital and 
double liability of stockholders subserves 
entirely distinct and wholly different pur- 
poses. One is an incident of liquidation. 

The obligations of the share- 
Compiled General Laws of Florida 1927, 
holders under the two sections are en: 
tirely diverse; and payments made under 
section 4146, Revised General Statutes 
of 1920, cannot be applied to the satis 
faction of the individual responsibility 
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secured by section 4128, Revised Gen- 
eral Statutes of 1920.” 

Section 595, Kentucky Statutes, sub- 
stantially duplicates the language of the 
federal statute on the same subject. Sec- 
tion 5151, U. S. Revised Statutes (12 
USCA § 63). Section 5205 of the U. 
§. Revised Statutes (12 USCA §55), 
provides that every national banking as- 
sociation whose capital stock shall have 
become impaired shall, within three 
months after receiving notice thereof 
from the Comptroller of the Currency, 
pay the deficiency in the capital stock by 
assessment upon the shareholders pro 
rata for the amount of the capital stock 
held by each. 

In Delano v. Butler, 118 U. S. 634, 7 
S. Ct. 39, 46, 30 L. Ed. 260, a stock- 
holder in a national bank had poid a 100 
per centum assessment upon the capital 
stock pursuant to section 5205 of the 
Revised Statutes. The bank later became 


insolvent and went into liquidation, and 
an assessment of 100 per centum upon 
the capital stock was made pursuant to 


section 5151 of the Revised Statutes. The 
stockholder resisted payment upon the 
ground that he had paid an assessment 
under section 5205, and that this ab- 
solved him from the double liability pro- 
vided by section 5151. The defense was 
disallowed. : 

To the same effect are Duke v. Force, 
120 Wash. 599, 208 P. 67, 23 A. L. R. 
1354; Citizens’ Bank of Lane v. Need- 
ham, 120 Kan. 523, 244 P. 7, 45 A. L. 
R. 1202; Andrew v. Farmers Trust & 
Savings Bank, 204 Iowa, 243, 213 N. 
W. 925, 56 A. L. R. 521; Andrews v. 
State ex rel. Blair, 124 Ohio St. 348, 
178 N. E. 581, 83 A. L. R. 141; Baird v. 
Eidsvig, 59 N. D. 484, 230 N. W. 721; 
Reed v. Mobley, 172 Ga. 116, 157 S. E. 
321; Andrew v. People’s State Bank, 211 
lowa, 649, 234 N. W. 542; Smith v. 
Goldsmith, 50 S. D. 3, 207 N. W. 977; 
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Michie on Banks and Banking, vol. 2, 
§ 163, p. 193. In all of these cases 
statutes similar to ours were construed, 
and in each instance it was held that 
stockholders were not discharged from 
their statutory double liability by the pay- 
ment of an assessment made and used 
for the purpose of restoring impaired 
capital. An assessment made to restore 
impaired capital is for the purpose of 
keeping the bank open, and is for the 
benefit of the stockholders, while the as- 
sessment made after the bank has gone 
into liquidation is solely for the benefit 
of the bank’s creditors. 

In the instant case, the payment by 
appellant of the assessment made in 1926 
to restore the impaired capital did not 
absolve him from double liability under 
section 595 of the Statutes when the 
bank closed its doors in 1930. The judg- 
ment is afirmed. 


VANDERLIP PROPOSES FEDERAL 
MONETARY AUTHORITY 


A BOARD to be known as the Federal Mone- 
tary Authority has been advocated by Frank 
A. Vanderlip to take over and perpetuate 
the emergency powers vested in the Secretary 
of the Treasury under the new monetary bill. 
The board would have the following powers: 
First:—Exclusive issuance of currency, a 
power to be taken from the Reserve banks 
and eventually from the national banks. 
Second:—To buy and sell gold and silver 
bullion without obligation to redeem currency 
in gold. Gold would be used in the settle- 
ment of international debts incurred in trade. 
Third:—There would be no fixed ratio be- 
between the amount of currency issued and the 
amount of gold bullion held, but the ratio 
would be published weekly as is done by the 
Bank of England and the Bank of France. 
Fourth:—To buy and sell foreign exchange, 
bankers’ acceptances and Government obliga- 
tions having not over six months to maturity. 
Fifth:—To rediscount for the Federal Re- 
serve banks. 
Sixth :—The 
deposits. 


bank would not receive 











The Service Charge 
on Demand Deposits 


By W. GORDON JONES 


Points the Way to Greater 
Banking Profits 


It explains the purpose of the service charge for un- 
profitable checking accounts; 


—shows how to differentiate between the profitable 
and the unprofitable accounts by means of a sim- 
ple analysis; 


—tells how the service charge has worked out in in- 
stitutions where it has been tried out; 


—gives practical information as to the best and sim- 
plest methods for installation and operation of it; 


—and gives some of the common forms used in in- 
stallation and operation. 


Every banker who is interested in making 
greater profits for his bank needs this 
timely and informative book. 


SEND FOR IT TODAY! 


BANKERS PUBLISHING COMPANY 

Book Dept., 465 Main St., Cambridge, Mass. 
Please send me, postpaid, a copy of The Service Charge on Demand Deposits, 
for which I enclose $1.15. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


VEN so vital a problem as disarma- 
ment has been overshadowed in 
Europe recently by a dramatic 

event which, although actually tragic 
presents some comic aspects. This was 
l'affaire Stavisky, which promises to be- 
come quite as famous on the other side 
as l’'affaire Jones has attained over here. 
Stavisky was the manager of what in 
America is known as a pawnshop, but in 
France bears the more euphonious title 
of monte de piéte. This institution was 
located at Bayonne, and it failed re- 
cently, involving in its downfall a sum 
of some $30,000,000. Stavisky fled, 
and later was killed, either by his own 
hand or otherwise—assertions having 
been made that he was put out of the 
way for fear that he might reveal con- 
ditions damaging to those high in finan- 
cial and political circles. 

Now this affair, seemingly trivial in 
comparison with the mighty events with 
which Europe is ordinarily engaged, has 
become of serious and even of alarming 
import, leading to the overthrow of the 
French cabinet and giving rise to royalist 
demonstrations having for their object 
the substitution of monarchy for the ex- 


isting republican form of government. 
The agitation caused by this unhappy 
occurrence may soon pass, but for the 
time being it has occupied attention to 
the exclusion of such weighty matters as 
war and disarmament. 

Respecting disarmament, it has now 
become pretty clear that Great Britain 
has tired of “writing blank checks,” 
guaranteeing to intervene, by force if 
necessary, to preserve the peace of 
Europe. Economic sanctions are looked 
on as being sure to damage British trade, 
while military operations would cer- 
tainly prove expensive, and to help in 
footing the bills the latter course would 
involve, the Dominions might not re- 
spond with any great degree of enthusi- 
asm. 

The whole problem of European “dis- 
armament” remains suspended between 
heaven and earth, like the coffin of the 
prophet. Germany is bent on gaining 
equality, which may be achieved by her 
own rearmament or a reduction in the 
armaments of other powers. Toward 
this objective France is hostile, while the 
position of England is, at least, some- 
what tolerant. Italy strives to reconcile 
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these conflicting views. Meanwhile, 
statesmen and diplomats have been flit- 
ting about from capital to capital in an 
effort to reach some kind of an under- 
standing. Of course, at the heart of the 


matter lies this fact, that not one of the 
great powers on either side of the Atlan- 
tic—or across the Pacific—has the slight- 
est intention of practicing anything re- 
motely resembling actual disarmament. 
This being so, talk about disarming is 


insincere. 

That there is another strong factor 
operating to disturb peace—trade rival- 
ries—is evidenced by the concern re- 
cently shown by the International Labor 
Office at Geneva over what is regarded 
as the “unfair” industrial competition of 
Japan, made possible by the depreciation 
in the exchange value of the yen and 
the low wages generally prevailing in 
that country. This competition is being 
felt by Great Britain in respect to her 
textile trade with India, and is also likely 
to affect the trade of the United States 
with the South American countries. 

According to a report issued by the 
commercial councillor of the Japanese 
Embassy, the foreign trade of Japan for 
the first eleven months of 1933 totaled 
yen3,420,000, exports amounting to 
yen1,688,000,000 and imports to yen- 
1,732,000,000, giving an excess of im- 
ports of yen44,000,000. Compared with 
the figures for the corresponding period 
in 1932, exports and imports showed an 
increase of 36 per cent., respectively. 

At the present peace prevails gen- 
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Exchange restrictions handicapped our 
COLLECTIONS SERVICES 


but we are doing the utmost to keep the high standard of efficiency 
that credited our Foreign Department. 


Collections are handled in this Bank as a 


TRUST DEPOSIT 


and furthermore, we treat every item under the same rules and 
ethics as we do with our Receivable Notes discounted. 


LA PREVISORA NATIONAL BANK OF CREDIT 
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erally throughout the world, the excep- 
tions being a provincial revolution in 
China and a renewal of hostilities be- 
tween Paraguay and Bolivia, following a 
brief truce. 

The encouraging progress toward re- 
covery in the British Isles, previously 
reported, continues. The end of 1933 
showed a rise in business activity, an ex- 
pansion in railway receipts, foreign 
trade and employment, and a steadier 
tendency in wholesale prices. Even the 
capital market, stagnant for some time, 
is improving, the total new financing for 
1933 amounting to £133.2 millions, com- 
pared with £110.9 millions in 1932. 

The London Board of Trade has an- 
nounced that domestic exports from 
Great Britain were £367,365,000 last 
year, compared with £365,075,000 in 
1932, an increase of 0.5 per cent., while 
imports were £678,661,000, against 
£702,848,000, a decline of 3.5 per cent. 
Re-exports were £49,534,000, compared 
with £50,805,000, a drop of 2.5 per 
cent. 

December exports were £30,430,000, 
compared with £32,440,000 in the cor- 
responding 1932 month. Imports were 
£63,162,000, against £60,630,000 in the 
1932 month. Re-exports were £4,043,- 
000, compared with £4,130,000 in De- 
cember, 1932. 

The tone of the monthly letters issued 
by several of the leading London banks 
have lately been decidedly more optimis- 
tic. As these sources of information are 
quite conservative in character, the 





A banking hall in 
granite 


change is significant of improving con- 
ditions in the British Isles. 

During the last year there was a con- 
siderable falling off of the loans and 
advances of the London clearing banks, 
but their cash has considerably increased 
and deposits also have risen. Their in- 
vestments increased in the twelve months 
of 1933 by some £150 millions. 

In the last week of December the 
financial reform bill was passed by the 
French Senate and Chamber of Depu- 
ties. It provided for a total of 4,476, 
000,000 francs, of which 1,587,000,000 
is to be derived from taxation,’ 1,291,- 
000,000 from economies, and 1,598,- 
000,000 from special sources. France is 
gradually replacing her paper money of 
small denominations. with silver and 
nickel coins. Provision has been made 
to coin 5,000,000,000 in silver for this 
purpose, of which 3,000,000,000 francs 
has been already authorized, and 1,000,- 
000,000 in nickel coins. Employment 
in France has lately shown some de- 
cline, and the foreign trade last year 
was below that of 1932. 

There are signs of improvement in 
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fatevier of the Stockholm Office of the 
SKANDINAVISKA KREDITAKTIEBOLAGET 


BANKERS to the leading Swedish industrial and financial concerns 


Austria, freight trafic on the railways 
having recently increased and unem- 
ployment considerably decreased. No 
results are reported from recent rumors 
about further banking consolidations in 
Vienna. 

Italy is engaged in still further enlarg- 
ing the activities of what is called the 
“corporative state,” whose plans and 
purposes were recently set forth at 
length by Signor Mussolini. The foreign 
trade of the country continues to show 
a heavy balance of imports. 

Hardly any question has aroused 
greater attention among those interested 
in price stabilization than has been ex- 
cited by the experience of Sweden in 
dealing with this problem. What the 
effect has been is fully described in an 
article by Bertil Ohlin, published in the 
December Index, issued by Svenska 
Handelsbanken, Stockholm. After fully 
reviewing the financial policy of the 
country, this conclusion is reached: 


“The general impression left by a 
close study of the figures briefly touched 
upon above is that Swedish economic 
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life withstood relatively well the reper- 
cussions caused by the liquidation of the 
Kreuger concern and serious industrial 
disputes. How far this was due to the 
monetary policy it is of course impossible 
to say with any certainty. It seems be- 
yond dispute, however, that a fall of 
15-20 per cent. in wholesale prices such 
as the gold countries had to experience 
would have seriously aggravated the 
crisis. 

“It is equally impossible to determine 
how much more favorable the develop- 
ment in Sweden would have been if, by 
forcing down the gold value of the 


Swedish krona still further, one had pre- 
vented the fall (which was not particu- 
larly heavy, it is true), in wholesale and 
retail prices that took place up to the 


spring of 1933. Very likely, however, 
this would have increased production 
and turnover to only a small extent. We 
can hardly avoid drawing the conclu- 
sion, therefore, that a stabilization of the 
wholesale and retail price levels that be- 
comes operative in the course of a severe 
depression does not prevent the crisis 
from becoming considerably worse. 
“That this is the case is indeed quite 
self-evident. In the first place, the actual 
point of departure for the process of 
stabilization was not a price system of a 
balanced kind but one in which relative 
prices were “distorted.” In the autumn 
of 1931 wholesale prices in Sweden 
had fallen out of proportion to retail 
prices, while nominal wages had hardly 
gone down at all. Nor of course had 
debts been adjusted downwards. Con- 
sequently, in order to bring the price 
system into some sort of equilibrium, it 
was necessary to alter the price ratios. 
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This adjustment was in some measure 
effected by lowering retail prices and 
wages in proportion to the wholesale 
prices. It would have been better if the 
latter had been considerably raised, and 
retail prices somewhat raised, while 
nominal wages had been so adjusted as 
to bring real wages back to the level 
prevailing before the crisis. The in- 
tention was in fact to cause such a rise 
in wholesale prices, but the attempt did 
not succeed. The Riksbank dared not, 
for fear of uncontrollable inflation, seize 
the opportunity that offered itself in the 
autumn of 1931, when the _ business 
world was prepared for a rise in prices; 
instead, credit was restricted. When, 
at a later stage, the depression mentality 
again spread over the country, the pros- 
pects of achieving anything by means of 
a liberal credit policy were small, al- 
though a more energetic open market 
policy in 1932 would have been natural. 
The other alternative, viz. forcing down 
still further the gold value of the Swed- 
ish krona—a policy analogous to that 
of Denmark, Australia and New Zea’ 
land—was believed to entail greater dis- 
advantages and risks, connected inter 
alia with trade policy, than advantages 
from the point of view of production 
and employment. 

“If we take the time from the autumn 
of 1931 to the autumn of 1932 as one 
period, Swedish policy has, on the whole, 
entailed the leveling down of the retail 
price level so as to bring it into a natural 
relation to a fairly stable wholesale price 
level, which, before the new monetary 
policy was adopted, in the course of two 
years of depression fell over 20 per cent. 
Both wholesale and retail prices are 
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however still out of balance with wages 
and debts. Under such circumstances 
Swedish experiences tell us nothing 
definite about the effect of stabilizing 
retail and wholesale prices at a level 
that bears a normal relation to wages 
and debts. It might perhaps be assumed 
that a stabilization of this kind would 
be likely to counteract tendencies to a 
restriction of production and turnover 
more effectively than the Swedish 
method has done. 

“It is however true of both these types 
of price stabilization that they do not 
prevent the demand for commodities 
and the ratio between the different 
groups of prices from changing in such 
a manner as to force down the volume 
of production and the real national in- 
come. A falling off in the demand from 
abroad may cause both a fall in the 
prices of export goods and a reduction 
in the quantities exported, thereby af- 
fording a twofold cause for a decline in 
export values. This will as a rule indi- 
rectly reduce demand and production on 
the home markets, even if the central 
bank brings about some rise in foreign 


exchange rates and thereby in import 
prices, so that both the wholesale and the 
retail price level remain unaltered. 

“Nor does a stabilization of these price 
levels prevent a falling off in domestic 
investment, e. g., in building operations, 
which leads to a decline in production 
and turnover. At any rate if the process 
of stabilization is started while a de- 
pression is going on, the depression may 
deepen considerably without any further 
substantial reduction in prices in the 
wholesale or retail trades. On the other 
hand, it is clear that all capital values 
become seriously affected. 

“On the whole, then, we may say that, 
when once a depression has set in, a re- 
duction in the quantities produced and 
marketed can very easily take place 
without being materially reflected in the 
index numbers representing the average 
wholesale or retail price level; e. g., a 
fall in the prices of articles of domestic 
manufacture may be counterbalanced by 
a rise in the price of imported goods. 
But, even if the former price level is 
kept stable, demand and production may 
decline. 
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and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 
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“Does this imply that a price-stabiliza- 
tion policy like the Swedish, initiated in 
the very middle of a depression, can 
serve no purpose? Certainly not. As 
has already been pointed out, the 
economic situation in Sweden would 
most undoubtedly have been still worse 
if prices had been allowed to fall as they 
did in countries that kept to the old gold 
parity. The fatal spiral of deflation was 
avoided in Sweden, i. e., a fall in prices 
leading to losses and a heavier burden of 
real debt, this in turn necessitating 
forced sales and the suspension of busi- 
ness, with a resultant further fall in 
prices, and this again leading to fresh 
liquidations. There is nothing to indi- 
cate that the ‘weeding-out’ that this 
would have given rise to in business 
would have been either natural or 
healthy. 

“The manifest difficulty of effecting 
substantial alterations in wages in 
Sweden makes it practically certain that, 
had a heavy fall in prices necessitated 
wage reductions of a far more severe 
kind than those actually carried out, 
such reductions could only have been 
put into effect after serious labor dis- 
putes. 

“On the whole it may be said that 
the knowledge that the Riksbank would 
endeavor by every means in its power 
to prevent any appreciable fall in prices 
has exercised a reassuring influence on 
trade. The advantage of this has been 
all the greater as ‘confidence’ in other 
respects has been very seriously under- 
mined, notably in connection with the 
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collapse of the Kreuger concern and the 
financial difficulties caused thereby. The 
fact that, in spite of the monetary policy 
adopted, economic conditions grew con- 
siderably worse during 1932 would ap- 
pear therefore to have enhanced the ad- 
vantage of preventing deflation of whole- 
sale prices. This is worth emphasizing, 
since the considerable intensification of 
the depression has not infrequently been 
looked upon as evidence that the mone- 
tary policy has been of no use. 

“If this seems to be beyond dispute, 
it is obvious, on the other hand, that a 
Konjunkturpolitik that aims at as full 
and regular a utilization of the produc- 
tive forces as possible, i. e., a maximiza- 
tion of the real national income per head 
of the population over a long period, is 
bound to take many other factors into 
account besides the development of 
prices. That is to say, it cannot be based 
on the idea of stabilizing any particu- 
lar price level, especially if the latter has 
been brought by an immediately preced- 
ing depression out of equilibrium with 
other parts of the price system. 

“A long-term policy aiming at an ad- 
justment of economic conditions will 
probably have to reckon with fluctua- 
tions in certain kinds of prices and cer’ 
tain kinds of production as being natural 
and, in the long run, useful changes in 
a progressive community. The science 
of economics is still far from having 
found a solution to these problems, 
which I shall not attempt to examine 
here. In the present article the task has 
been. the more modest one of discussing 
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the possibilities of an individual coun- 
try’s being able, by stabilizing the price 
level, to mitigate the reactions of a severe 
international depression. The course of 
events has shown that even here the difh- 
culties are greater than people who be- 
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lieved in simple formulae for price 
stabilization ever foresaw. But it has 
also been demonstrated that even a very 
incomplete surmounting of these difh- 
culties may yield results of practical im- 
portance.” 


Current Conditions in Canada 


Dominion of Canada are thus re- 
flected in monthly letters issued 
by some of the country’s leading banks: 


Bank of Montreal, 
(December 22): 


Measured by industrial production alone, 
the gain of Canada during the past twelve 
months is set down at 25 per cent.; for the 
United States, at 15 per cent.; for the United 
Kingdom, at 8 per cent.; for France, at 17 
per cent.; and for Germany, at 19 per cent: 

November and December to date have 
seen Canadian business on an even keel, the 
Main tendencies being on the side of strength 
and consolidation. The latest weekly eco- 
nomic index of the Dominion Bureau of Sta- 
tistics—that issued on December 16—though 


Rv economic conditions in the 


Business Summary 


slightly easier than in the weeks immediately 
preceding, shows a gain of nearly 19 per 
cent. over the corresponding week of 1932. 

Commodity prices at wholesale moved up 
in November from 67.9 to 68.7 in the index 
number. Animals and animal products 
showed a rise of 2 points; other rises oc- 
curred in grains, lumber, iron products and 
certain of the non-ferrous metals, while 
there were declines in textiles, non-metallic 
minerals, copper and zinc. Canadian farm 
products as a whole changed from 41.4 to 
53.8. 

In the wheat outlook, factors have been a 
shrinkage of 4,000,000 bushels in the Aus- 
tralian official estimate, a steadiness of de- 
mand in Great Britain (notwithstanding the 
large British crop and severe competition 
from the Argentine) and unfavorable weather 
reports from the United States winter wheat 
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On the other hand, European crop 
estimates have mounted steadily until a total 
of 1,650,000,000 bushels is now indicated— 
the largest on record. 

Canadian exports during November were 
larger than for any month since December, 
1930, while imports were larger than for any 


month since May, 1932. Total foreign trade 
for the eight months ended November 30 
amounted to $674,877,000, compared with 
$638,134,000 for the similar period of 1932 
—an increase of 5.8 per cent.; imports for 
the period have decreased 3.9 per cent. 
(though they showed an increase of 15.5 per 
cent. in November), while exports have in- 
creased 14.7 per cent. (the November in- 
crease being 31.4 per cent.). The trade bal- 
ance for the first eight months of the fiscal 
year was favorable to the extent of $104,- 
943,000, compared with a favorable balance 
for the same period of last year of $45,123,- 
000. 

Car loadings, which showed weekly in- 
creases during the first half of November, 
have been shrinking latterly, but the figures 
are still higher than in 1932. During the 
season of navigation on the St. Lawrence, 
now closed, a larger number of ocean vessels 
came to the port of Montreal than in any 
year since 1928, and more coasting vessels 
than since 1922. 


The November employment situation was 
very favorable, showing the seventh consecu- 
tive monthly increase. Only twice during 
the previous twelve years has activity in- 
creased between October and November, and 
the gain this year was considerably larger 
than in either of the previous instances. Since 
April, the gain in the index has amounted to 
15.3 points, in contrast with a decline of 2.8 
in the corresponding seven months of 1932. 

Current Dominion revenues, notwithstand- 
ing recent gains (the November, 1933, total 
revenues being $27,768,538 compared with 
$24,309,024 in November, 1932), are still 
below those of 1932, totalling $216,902,283 
for the fiscal year to November 30, compared 
with $222,324,185 a year ago. 

The statement of chartered banks at Oc 
tober 31 is without material change. For 
the eleven elapsed months of 1933 bank 
debits aggregated $27,489,000,000, a gain of 
15.7 per cent. over 1932. In November they 
were $2,837,000.000 as compared with $2, 
466,000,000 in November, 1932. 


The Canadian Bank of Commerce Monthly 
Letter (December): 


More widespread employment, even over- 
time operations in some trades, renewed inter’ 
est in construction, a larger share in the 
world wheat trade and an increase in exports 
of basic commodities, including animal prod- 
ucts, metals and newsprint, are the features 
of recent developments in Canadian economy. 
A considerable improvement in Canada’s 
position in relation to the international bal- 
ance of payments is foreshadowed by her 
more favorable showing on merchandise ac- 
count. 

The outstanding developments of the past 
month were a rise in the operations of sev- 
eral industries consequent upon an increased 
construction program, a marked improvement 
in retail trade and continued fairly substan- 
tial wheat exports, 

The effect of the larger construction pro 
gram was already seen in the official record 
of steel production for October, which showed 
an improvement of 25 per cent. over the pre: 
ceding month, when, as we then noted, the 
value of contracts for building and engineer’ 
ing work was the largest reported for any 
month in the past two years. The new busi 
ness for the steel mills from this source more 
than offset the decline in orders from the 
automobile industry following a seasonal de- 
cline in the production of motor cars and 
trucks, the output of which, however, was 
somewhat greater than in the autumn of 
1932. With another large volume of con’ 
struction work contracted for in November 
(the value of which, though well below that 
of October last, was above that of Novem: 
ber, 1932) and the commencement of opera: 
tions on rail orders, one steel mill has been 
more active in the past month than at any 
time since January, while another has been 
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able to continue the comparatively high pro- 
duction schedule established a few months 
ago. 

The domestic trade improvement can be 
traced to a rise in the purchasing power of 
those farming districts where good crops 
coincided with better prices, to the upturn in 
employment reported for October in the 
broad field covered by the official records and 
to a sudden rush for seasonal goods following 
an unusually early winter. The employment 
situation was apparently the most influential 
factor. An increase in employment in a 
period in which there is normally a decline 
might be regarded as a significant feature, 
but it is also noteworthy that this upturn 
was one of a series beginning last spring, and 
therefore was not part of a spasmodic move- 
ment. 


The Royal Bank of Canada (December): 


Few industries in any country have bene- 
fited to as great an extent from the improve- 
ment in world conditions as has the lumber- 
ing industry in Canada. The improvement 
in this industry was peculiarly welcome be- 
cause lumbering has not been thoroughly 
prosperous since 1920, and from 1926 until 


May, 1933, conditions became steadily worse. 
Year by year the number of men employed 
decreased, woods operations were curtailed 
but stocks of wood on hand continued to in- 
crease. Inventories, particularly -in Eastern 
Canada, became unduly large and in many 
instances they seemed completely unsalable. 
With the sudden increase in the demand from 
the British market in June, July and August, 
this situation was sharply reversed. August 
shipments of planks and boards were more 
than four times as great as those of April. 
The demand from the British market was 
larger than for many years. Shipments to 
Australia and South Africa have been heavy 
and a record volume has been sent to China. 
Lumber which had stood in eastern yards for 
years was quickly sold. Stocks on hand in 
all parts of the country at the present moment 
are extremely low. On November 1, there 
were nearly twice as many men employed in 
the logging camps as at the same time last 
year, and there have been large increases in 
the crews since the last employment statistics 
were issued. Since the industry is highly 
seasonal it will not be possible to gauge the 
full effect of this improvement until late in 
December, when employment figures for that 
month become available. 


INTERNATIONAL BANKING NOTES 


IMPERIAL BANK OF CANADA. 


The fifty-ninth annual report to the shareholders, November 


22, showed the following as of October 31, 1933: 


The balance at credit of profit and loss account brought forward from last year 


was 


$ 544,743.51 


Profits for the year ended October 31, 1933, after deducting charges of man- 
agement, auditors’ fees and interest due depositors, and after making full 
provision for bad and doubtful debts and for rebate on bills under dis- 


count were 


Making a total at credit of profit and loss account of 


This amount has been appropriated as follows: 


Dividends at rate of 10 per cent. per annum 


Annual contributions to officers’ and employes’ pension and guarantee funds. . 


Reserved for contingencies 


Dominion government and other taxes paid and reserved 


Balance of account carried forward 


Barctays BANK (Dominion, Colonial and Overseas). 


$ '700,000.00 
47,500.00 
250,000.00 
170,000.00 
581,282.21 


$1,748,782.21 


The balance sheet submitted to the 


shareholders at the annual meeting in January showed increase of £2.7 million in total re- 
Sources at £85,225,869. Paid-up capital and reserve remaining unchanged at £4,975,500 and 
£1,650,000, respectively, the expansion of the deposit liabilities (including reserve for income 
tax and contingencies and balance of profit and loss) from £71.6 million to £74.5 million, 
qualified by a contraction of £200,000 to £3.3 million in acceptance liabilities, practically 
accounts for the total increased liability. Reductions, on the other hand, of nearly £6 million 
—to £21.9 million—in advances and of about £1.9 million to £10.8 million in bills dis- 
counted, with the diversion of £8.8 million into the channel of investments (all but £508,000 
out of £27.2 million, as against £1,002,000 previously, being represented by securities of 
governments within the Empire) combine virtually to preserve an equilibrium. The increase 
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of liquidity here apparent is enhanced on balance by the combined movements for the year 
in cash and gold bullion, moncy at call and short notice, and remittances in transit. A net 
profit of £371,548 is brought into account, against £372,103 for 1931-32; for the fourth 
successive year “A’’ and “B” shares receive 43 per cent. in dividends; £100,000 is again 
transferred to contingency acoount, and the slightly higher balance of £216,477 is carried 
forward. For the year ending September 30 final dividends at the rate of 8 per cent. per 
annum were declared on the cumulative preference shares. 


WESTMINSTER BANK LimiTED. The directors announce the retirement of E. F. Robinson, a 
joint general manager, after forty-four years’ service. They have appointed as his successor 
W. T. Ford, heretofore assistant general manager. A. W. Bentley, manager of the Lombard 
street office, has been appointed an assistant general manager. T. H. R. Lawman becomes 
the manager at Lombard street office, having been advanced from the position of deputy 
general manager. 


BANK OF MonTREAL. The annual report, presented to the general meeting of shareholders, 
December 4, showed: 

Balance of profit and loss account, October 31, 1932 ..........cceeeeeeee $1,248,856.50 
Profits for the year ended October 31, 1933 4,005,153.59 


$5,254,010.09 
Quarterly dividend 24 per cent. paid .March 1, 1933 $ 900,000.00 
Quarterly dividend 2 per cent. paid June 1, 1933 720,000.00 
Quarterly dividend 2 per cent. paid September 1, 193: 720,000.00 
Quarterly dividend 2 per cent. payable December 1, 1933 .... 720,000.00 


$3,060,000.00 
Provision for taxes Dominion government 508,558.81 
Reservation for bank premises 100,000.00 


3,668,558.81 


Balance of profit and loss carried forward $1,585,451.28 


During the financial year twenty-five offices were closed throughout the Dominion of 
Canada. One,branch in Mexico was also closed. 


BRITISH OverRsEAS BANK LimITED. At the fourteenth annual general meeting of share- 
holders, December 12, the directors submitted this report of the profit and loss account as 
at October 31: 
The profit, after allowing rebate of interest and providing for all bad and 

doubtful debts (other than provided for out of contingencies account) 

for the year ended October 31, 1933, amounts to 
Balance available from last account 


Making a total of 
Which has been appropriated as follows: 
In payment of a dividend on the “A” ordinary shares at the rate 
of 6 per cent. per annum (less income tax) for the year 
ended October 31, 1933, which together with income. tax 
thereon amounts to £60,000 0 0 
Leaving a net balance to be carried forward to next year of... £64,306 0 7 £124,306 07 
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Gold Clause in Contract Upheld by 
British House of Lords 


IHE possible course of the Supreme 

Court of the United States in con- 

struing the gold clause in existing 
obligations has been the subject of much 
interest in view of the enactment of a 
law abrogating such a proviso. A case 
has arisen in one of the New York courts 
in which the law was sustained, and the 
earlier decision of the English court 
(now reversed) was cited as a precedent. 
It is worthy of special note that in the 
judgment of the House of Lords, given 
below, the contract is not construed as 
requiring payment in actual gold coins, 
but in such sum as would represent their 
equivalent value. Reference to this case 
has been made in previous issues of THE 
BANKERS MAGAZINE, but in view of its 
importance a more complete statement 
of it is considered as of especial interest 
at this time. The following report of 
the case is taken from the Journal of the 
Institute of Bankers, London: 


HOUSE OF LORDS 


(Before Lorp ATKIN, LorRD WARRINGTON OF 
CLyFre, Lorp Tomiin, Lorp RUSSELL 
OF KILLOWEN, and Lorp WRIGHT.) 


SociETE INTERCOMMUNALE BELGE 


D'ELECTRICITE. 


FEIsT v. 


(From The Times, December 16, 1933.) 


Bonds payable ‘‘in Sterling in Gold Coin.”— 
Interpretation. 


The House allowed this appeal by Mr. 
Josiah Feist from a judgment of the Court 
of Appeal, dated March 17, 1933, dismissing 
an appeal from an order of Mr. Justice Far- 
well, dated October 27, 1932, on an originat- 
ing summons issued by Mr. Feist to obtain 
the decision of the Court on the construction 
of a bond held by him and issued by the 
present respondents, Societe Intercommunale 
Belge d’Electricite. 

The bond was a bearer bond for £100, 
dated September 1, 1928, and formed part of 
a total issue of £500,000 bonds issued by the 
respondents, a limited company incorporated 
under the laws of the Kingdom of Belgium. 
On its face the bond was described as a 
Thirty-five Year Sinking Fund Five-and-a- 


half per Cent. Sterling Bond, due September 
1, 1963. 
Relevant Clauses 


The following clauses, inter alia, appeared 
on the face of the bond: 


1. Societe Intercommunale Belge d’Elec- 
tricite (Societe Anonyme) . . . for 
value received will, on the Ist day of Sep- 
tember, 1963, or, on such earlier day as the 
principal monies hereby secured become pay- 
able in accordance with the conditions en- 
dorsed hereon, pay to the bearer .. . 
on presentation of this bond the sum of £100 
in sterling in gold coin of the United King- 
dom of or equal to the standard of weight 
and fineness existing on the Ist day of Sep- 
tember, 1928. 


2. The company will during the continu- 


ance of this security pay at the registered 
ofice of the © bankers interest 
thereon at the rate of 54 per cent. per 
annum in sterling in gold coin of the United 
Kingdom of or equal to the standard of 
weight and fineness existing on the 1st day of 
September, 1928, by equal half-yearly pay- 
ments on every Ist day of March and lst 
day of September in accordance with the 
coupons annexed hereto. 


4. This bond is one of an authorized 
issue of bonds of the company of an aggre- 
gate principal amount not exceeding £500,000 
in sterling in gold coin of the United King- 
dom at any one time outstanding. 

5. This bond is issued subject to and 
with the benefit of the conditions endorsed 
hereon, which are to be deemed part of it. 


Condition 6 provided that the bonds of 
the issue should constitute and they and each 
of them were thereby declared to be the di- 
rect and unconditional liability and obliga- 
tions of the respondents in sterling in gold 
coin af the United Kingdom in accordance 
with the provisions of the bonds and the 
conditions. 


Condition 18 provided: 


This bond shall be construed and the 
rights of parties regulated according to the 
Law of England and as a contract made and 
according to the terms thereof to be per- 
formed in England, 

The half-yearly interest 


coupons annexed 
to the bond stated on one side, inter alia: 
“Coupon for £2 15s. being half-year’s inter- 


est due on * and on the other side bore 
the words: “For £2 15s. in sterling in gold 
coin of the United Kingdom of or equal to 
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the standard of weight and fineness existing 
on the Ist day of September, 1928 . . .” 

On March 1, 1932, a half-yearly install- 
ment of interest on the appellant’s bond fell 
due. The respondents claimed the right to 
pay the nominal sum specified in the coupon, 
that was, £2 15s., and to pay it in whatever 
might be legal tender in England at the day 
of payment as a full discharge of their obliga- 
tion under the bond. 

The appellant thereupon, by originating 
summons, claimed (1) a declaration that on 
the true construction of the bond the re- 
spondents thereby warranted or guaranteed 
to the appellant as holder that they would 
discharge their obligations thereunder by ten- 
dering him in payment of the principal and 
interest due on the bond at the times speci- 
fied therein gold coin of the United Kingdom 
to the appropriate amount of or equal to the 
standard of weight and fineness existing on 
September 1, 1928. 

He also claimed that in the event of any 
breach of such warranty or guarantee the 
respondents should be made liable in dam- 
ages. 

Alternatively, he asked for a declaration 
that the respondents were bound to tender 
to him such a sum in sterling as might be 
sufficient to purchase in the market on the 
day of payment gold of not less weight and 
fineness than that contained in the gold coin 
of the United Kingdom, which would have 
sufficed to discharge such payment if falling 
due on September 1, 1928. 

Mr. Justice Farwell held that on the true 
construction of the bond the respondents 
were entitled to satisfy the principal moneys 
and interest by tendering whatever might 
at the due date of payments respectively be 
good legal tender for the nominal amount of 
the bond or coupon. 

The Court of Appeal, affirming the deci- 
sion of Mr. Justice Farwell, were of opinion 
that the bond was a contract for the payment 
of the nominal amount of money by way of 
principal and interest, and that it was im- 
possible to construe it as a contract for the 
payment of any other sums of money ascer- 
tained by their gold value from time to time. 

Mr. Feist now appealed 


JUDGMENT 


Lorp RUSSELL OF KILLOWEN, in giving 
judgment, said that the difficulty in the case 
arose from the presence in the bond of what 
was sometimes known as a gold clause, and 
from the particular phraseology which it had 
assumed. 

The company claimed that they were en- 
titled to satisfy the principal moneys and 
interest secured by bond by tendering what- 
ever might at the due date of payment be 
good legal tender for the nominal amount 
of the bond or coupon as the case might be. 
“It is obvious,” said his Lordship, “that this 
decision deprives of all effect the words 
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which occur in clauses 1 and 2 of the bond— 
namely, ‘in gold coin of the United Kingdom 
of or equal to the standard of weight and 
fineness existing on September 1, 1928. 
Those words need, in that view, never have 
been inserted at all.” 

The bondholder, on the other hand, con- 
tended that they were inserted for a specific 
purpose—namely, to protect the lender 
against any depreciation of sterling in terms 
of gold, and that the gold clause, with its 
reference to gold coin of a defined standard 
of weight and fineness, was a clause which 
dealt, not with the method in which a debt 
of fixed unvarying amount was to be dis 
charged, but with the fixing of the amount 
of the debt to be discharged. 

He (his Lordship) agreed that the ques- 
tion of construction was a difficult one, but 
after careful consideration of all the con- 
tractual provisions of the bond he had come 
to the conclusion that they should give to 
the gold clause the meaning and effect for 
which the bondholder primarily contended. 

The courts below in construing the bond 
had started with the assumption that the 
bond must be as was stated on its face a bond 
for £100; they then construed the words of 
the gold clause literally, and held that its 
sole intention was to obtain payment in one 
particular form of tender only, and that that 
intention must be defeated by the operation 
of the law. 


Question of Construction 


He approached the question of construc 
tion in a different way. He considered, first, 
the state of affairs existing at the date of the 
bond. The Gold Standard Act, 1925, had 
exempted the Bank of England from obliga 
tion to pay its own notes in legal coin, but 
had provided that such notes should not 
thereby cease to be legal tender. Further, it 
had repealed the provision of the Currency 
and Bank Notes Act, 1914, entitling the 
holder of a currency note to be paid its face 
value in gold coin. It had, however, pro 
vided that the Bank of England should be 
bound to sell on demand gold bullion at the 
price and as therein specified to any person 
on demand, but only in the form of bars con- 
taining approximately 400 oz. troy of fine 
gold. 

The Currency and Bank Notes Act, 1928, 
had received the Royal assent, though it did 
not come into operation until November 22, 
1928. By that Act the Bank of England 
was authorized to issue bank notes for é1 
and for 10s., which were to be legal tender 
for any amount. Existing currency notes 
were converted into bank notes, the Bank 
becoming liable on them; and the Bank was 
empowered to require any person in the 
United Kingdom owning gold coin or bullion 
to an amount exceeding £10,000 in value to 
sell it to the Bank on payment (in the case 
of gold coin) of the nominal value thereof. 
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The country was on the gold standard, but 
the notes were inconvertible and gold coin 
was substantially no longer in circulation. 

Those being the circumstances and condi- 
tions of the time it was not, he thought, im- 
proper or hazardous to make two surmises: 
(1) that the gold clause was inserted in 
clauses 1 and 2 of the bond in contempla- 
tion of the contingency of this country going 
(as it did in 1931) off the gold standard at 
some future date; and (2) that neither party 
to the bond could have contemplated pay- 
ment under the bond being actually made in 
gold coins. 

He then turned to the bond to see if from 
the contents of the document itself it was 
apparent that the parties did not use the 
words of the gold clause in accordance with 
the literal meaning which they would bear if 
considered apart from the rest of the docu- 
ment and the circumstances which surrounded 
its execution. His Lordship referred to 
clauses 2 and 4, and said that, taking even 
clause 1 by itself, it would be practically 
impossible to fulfill its literal requirements 
even if a sufficiency of gold coin were still 
in circulation; for according to its strict 
reading the coins tendered would all have to 
be coins of the exact standard of weight and 
exact standard of fineness specified in the 
Coinage Act, 1870, without remedy, allow- 
ance, or variation from the standards. Thus 
neither 1n clause 1 nor in clause 2 could the 
words have been intended by the parties to 
carry their literal interpretation. 


Two 


He therefore asked himself the question: 
If the words of the gold clause could not 
have been used by the parties in the sense 
which they literally bore, ought he to ignore 
them altogether and attribute no meaning to 
them, or ought he, if he could discover it 
from the document, attribute some other 
meaning to them? Clearly the latter course 
should be adopted if possible, for the par- 
ties must have inserted those special words 
for some special purpose, and, if that pur- 
pose could be discerned by legitimate means, 
effect should be given to it. 

In his opinion the purpose could be dis- 
cerned from clause 4, in which the reference 
to gold coin of the United Kingdom was 
clearly not a reference to the mode of pay- 
ment but to the measure of the company’s 
obligation. So, too, condition 6, which 
again was a clause not directed to mode of 
Payment but to describing and measuring 
liability, showed that the words were used as 
such a measure. In just the same way he 
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thought that in clauses 1 and 2 of the bond 
the parties were referring to gold coin of 
the United Kingdom of a specific standard 
of weight and fineness not as being the mode 
in which the company’s indebtedness was to 
be discharged, but as being the means by 
which the amount of that indebtedness was 
to be measured and ascertained. He would 
construe clause 1 not as meaning that £100 
was to be paid in a certain way, but as mean- 
ing that the obligation was to pay a sum 
which would represent the equivalent of £100 
if paid in a particular way; in other words, 
he would construe the clause as though it 
ran thus (omitting immaterial words), “pay 
er in sterling a sum equal to the value 
of £100 if paid in gold coin of the United 
Kingdom of or equal to the standard of 
weight and fineness existing on the Ist day 
of September, 1928. He would similarly 
construe clause 2. 

He was conscious that that construction 
strained the words of the document, and that 
it fitted awkwardly with some of its provi- 
sions, but he preferred that to the only other 
alternatives—namely, attributing no meaning 
at all to the gold clause, or attributing to it 
a meaning which from other parts of the 
document and the surrounding circumstances 
the parties could not have intended it to bear. 


The Declaration 


He would allow the appeal and substitute 
for the declaration made by Mr. Justice Far- 
well a declaration in the following terms: 
“Declare that on the ‘true construction of the 
bond the appellant is entitled as holder 
thereof to receive from the respondents from 
time to time by way of principal and interest 
thereunder and on the due dates of payment 
therefor such a sum in sterling as represents 
the gold value of the nominal amount of each 
respective payment, such gold value to be 
ascertained in accordance with the standard 
of weight and fineness existing on September 
1, 1928, and that accordingly every ‘pound’ 
comprised in the nominal amount of each 
such payment must be treated as represent- 
ing the price in London in sterling (calcu- 
lated’ at the due date of payment) of 
123.27447 grains of gold of the standard of 
fineness specified in the First Schedule to the 
Coinage Act, 1870, and any fraction of a 
‘pound’ comprised in the nominal amount 
of any such payment must be treated as rep- 
resenting the price in London in sterling 
(calculated at the due date of payment) of 
a corresponding fraction of 123.27447 grains 
of gold of the.same standard of fineness.” 


The other noble and learned LorDs agreed. 





President’s Proclamation Devaluing the 


Gold Dollar 


On January 31 President Roosevelt issued a 
proclamation devaluing the contents of the 
gold dollar from 25.8 grains, nine-tenths fine, 
to 15 5/21 grains, making the new dollar 
equivalent to 59.06 cents as compared with 
the previous standard gold dollar. It may be 
pointed out that the power under which the 
President acted in this instance is limited to 
two years after the expiration of the Gold 
Act of 1934, unless the President shall sooner 
declare the emergency ended, but that the 
President may extend such period for not 
more than one year. 

After reciting the authority under which 
his action was taken, the President's procla- 
mation states: 

“Whereas, I find, upon investigation that 
the foreign commerce of the United States 
is adversely affected by reason of the de- 
preciation in the value of the currencies of 
other governments in relation to the present 
standard value of gold, and that an economic 
emergency requires an expansion of credit; 
and 

“Whereas, in my judgment, measures ad- 
ditional to those provided by Subsection (a) 
of said Section 43 are required to meet the 
purposes of such section; and 

“Whereas, I find, from my investigation, 
that, in order to stabilize domestic prices and 
to protect the foreign commerce against the 
adverse effect of depreciated foreign cur- 
rencies, it is necessary to fix the weight of 
the gold dollar at 15 5/21 grains nine-tenths 
fine. 


“Now, therefore, be it known that I, 
Franklin D. Roosevelt, President of the 
United States, by virtue of the authority 
vested in me by Section 43, Title III of said 
act of May 12, 1933, as amended, and by 
virtue of all other authority vested in me, do 
hereby proclaim, order, direct, declare and 
fix the weight of the gold dollar to be 
15 5/21 grains nine-tenths fine, from and 
after the date and hour of this proclamation. 
The weight of the silver dollar is not altered 
or affected in any manner by reason of this 
proclamation. 

“This proclamation shall remain in force 
and effect until and unless repealed or modi- 
fied by act of Congress or by subsequent 
proclamation; and notice is hereby given that 
I reserve the right by virtue of the authority 
vested in me to alter or modify this procla- 
mation as the interest of the United States 
may seem to require.” 

In connection with the President's procla- 
mation and the taking over of the gold from 
the Federal Reserve banks, it may be noted 
that the “profit” from devaluation inures to 
the benefit of the Treasury. For the gold 
surrendered by the banks they immediately 
had a credit at the Treasury, and later were 
to receive gold certificates, not specifically 
payable in gold as were the former certificates, 
but “‘as authorized by law.” This, it will be 
found, means that the certificates may be re- 
deemed in gold bullion to settle international 
balances, or if necessary to preserve the parity 
oi the different forms of currency. 


Don’t Fail to Read... 


Merchandising for Banks, 
Trust Companies and 
Investment Houses 


By L. Douglas Meredith, Ph. D. 


A Series of Articles now 
appearing each month in 
THE BANKERS MAGAZINE 





LETTERS TO THE EDITOR 


AN OPEN FORUM FOR AN EXCHANGE OF OPINIONS 


Readers of THE BANKERS MaGaZINE are invited to send for publication in this de- 
partment an expression of their views on matters of current interest to bankers. 
Among subjects of present discussion are: “The Monetary Policy of the Govern- 
ment,” “Bankers and Their Public Relations,” “The Permanent Deposit Guaranty.” 
Expressions of opinion on these and other subjects relating to banking will be cor- 


dially welcomed to our pages.——EpiTor. 


THE RIGHT TO OWN PROPERTY 


Editor, THE BANKERS MAGAZINE: 
Faith is a wonderful thing, but the 
experiments that are being undertaken 
and the uncertainty of the outcome of 
some of them makes one wonder whether 
faith is sufficient. It is fine to have the 
confidence in the bankers of the country 
that you have, but we have gotten to 
the point where bankers are of no con- 
sequence unless they come to a mutual 
understanding among themselves and 
work unselfishly for the preservation of 
the right to own property, regardless of 
what that property is—money, marbles 
or chalk. 
W. D. VINCENT, 

Chairman, Old National Bank 

and Union Trust Company. 
Spokane, Wash., 
February 2, 1934. 


PENALIZING THE DESERVING 


Editor, THE BANKERS MAGAZINE: 

I hate terribly to find fault with the 
powers that be, and yet I must confess 
that I cannot see how it is possible to 
show great signs of recovery with the 
methods being followed and with the 
attitude of many that are in power. For 
instance, our local representative called 
here one morning, and I criticized him 
most sharply for the attitude being taken 
by the state legislature regarding mort- 
gages. I told him that they were plac- 
ing a premium on lawlessness, spend- 
thriftness and general rounders. I used 
a homely illustration of a good law- 
abiding citizen, straightforward and up- 
right all his life, a money saver, who 
had accumulated a few thousand dollars 
and a 200-acre farm. When he reached 
a certain time of life, when he felt that 
he could live from the accumulations in 


a quiet, moderate, law-abiding way, he 
sold the farm except for a small portion 
in one corner, which he reserved and 
built for himself and wife a modest 
home. Part of the purchase price was 
taken back in a mortgage. As time goes 
on, the purchaser proved to be a full- 
fledged rounder, spendthrift, a booze 
fighter, almost a good-for-nothing. The 
interest falls due. Who is protected— 
the man who has built up the country, 
who has paid his taxes and made our 
country what it is, or the rounder? 
Under the present-day methods, the 
widow, the orphan, and the thrifty are 
penalized at every turn. The reply 


made to me by the representative was 
that my statement was correct, but that 
I did not know the pressure that was 
brought to bear to vote for the present- 


day laws. I threw my hands in the air 
and commented, “Good God! the coun- 
try never was built up by men voting 
for the wrong and knowing it, that it 
used to be either right or wrong, and 
the men that were right would fight for 
the right until hell froze over.” 

AN INDIGNANT BANKER. 
Minneapolis, Minn., 
January 21, 1934. 


FEWER FOL DE-ROLS 


Editor, THE BANKERS MAGAZINE: 

I should like to add a few words to 
those of Richard A. Lester in his article, 
“The Case Against High Service 
Charges,” which appeared in the Janu- 
ary BANKERS MAGAZINE. 

Perhaps it is presumptuous for one not 
connected directly with a bank to voice 
an opinion upon any banking subject, 
but banking in general has become such 
a maze to me that perhaps I may be for- 
given if my thinking is slightly upside 
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down. To my thus perverted sense, I 
reason that service charges dismay de- 
positors, dismayed depositors withdraw 
deposits, withdrawn deposits rankle 
bankers. I’m a depositor—ergo, I write 
to you. 

As I understand it, banks are slap- 
ping service charges upon the public so’s 
to make money. I beg to submit a few 
suggestions, prompted by a like degree 
of good-fellowship, so that the banks 
may make more money. 

First, quit lending millions of dollars 
to crookedly run utility outfits who take 
the millions and then go bust. I can’t 
tell you which ones are crooked, but 
then I'm not a banker. 

Second, quit buying bonds that go 
sour and making nice big loans that do 
likewise. 

Third, cut down on the fol de-rol. 
Never mind all the brass buttons and 
thick carpets and panelled © directors’ 
rooms, and fancy elevators and expen- 
sive pictures and all the whatnots which 
make the bank executives feel like old 
time royalists. The depositor doesn’t 
care if the directors’ room is done in 
gold, jade and rhinestones and patterned 
after something in Versailles about the 
time of Louis XV. 

Summing up—if banks would stop 
their big losses they could still be semi- 
public institutions, have their executives 
worthy of the name “banker”—and quit 
penalizing the paying public for the 
losses which banks themselves made. As 
for the fol de-rol, keeping it up at the 
expense of the average man who is mak- 
ing superhuman efforts to make ends 
meet, is like stealing pennies from a 
blind man. 

Maybe I’m all wet, but at any rate, 
that’s how it all strikes me. 

M. E. K. 
New York, 
January 28, 1934. 
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A CURRENCY CRITICISM 


One criticism about currency seems 
to be that it isn’t current enough— 
Christian Science Monitor. 


BANK OF SICILY TRUST COM. 
PANY ANNOUNCES NEW Ex- 
ECUTIVE VICE-PRESIDENT 


Dr. Bruno Rovere, the new executive 
vice-president of the Bank of Sicily Trust 
Company, New York, since January 1, has 
been active in European banking circles but 
he is also well known on this side of the 
Atlantic, having been connected in the past 
with the New York office of the Credito 
Italiano of Milan, Italy. 

He was formerly with Lloyds Bank, Ltd., 
of London, the Credit Lyonnais.in Paris, and 
recently manager of the Paris office of the 
Credito Italiano. He enjoys prestige and 
influence as an executive of established repu- 
tation in the international banking field 
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Dr. Bruno Rovere, new executive vice- 
president, Bank of Sicily Trust Com- 
pany, New York. 


through his activities in Belgium, Spain, Ger 
many, as well as other countries of Europe. 

His experience will undoubtedly further 
the progress of the Bank of Sicily Trust 
Company, the American affiliation of the 
Banco di Sicilia, one of the oldest and lead’ 
ing institutions of Italy. 

At the annual meeting of the stockholders 
held on January 17, Dr. Bruno Rovere, Dr. 
Giuseppe Filippi and Joseph Carlino were 
clected as new directors. Jerome S. Hess and 
Rosario Candela were re-elected, the latter 
as chairman. 

Dr. Rovere was elected as the vice-chair’ 
man of the board of directors. 
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REVIEW OF THE MONTH 


A SURVEY OF BANKING AND ECONOMIC CONDITIONS AS 
REVEALED IN MONTHLY TRADE LETTERS 


HE most important event in recent 

weeks has been the action of the 

Government in changing the con- 
teut of the gold dollar from 25.8 grains 
to 15 5/21 grains, announced in the 
President’s proclamation of January 31. 
This action has had a profound effect in 
financial and business circles, the imme- 
diate result being to stimulate activity 
in the stock market and to increase the 
prices of bonds as well as stocks. The 
devaluation of the dollar by about 40 
per cent. marks an end to the uncer- 
tainty prevailing for some time as to the 
Government's course, and the activity in 
the security markets has reflected the 
feeling of relief with which this action 
has been hailed in financial circles. 

There is also an upward tendency in 
business activity. In the last week in 
January the index compiled by the New 
York Journal of Commerce showed a 
slight expansion as compared with the 
preceding week, the index rising to 65.6 
per cent., a level which represents an in- 
crease of 30 per cent. over 1933, and 
10 per cent. over 1932, and but 10 per 
cent. below the level for the correspond- 
ing week in 1931. 

Automobile production is increasing, 
and the outlcok in that important field 
of industry for the present year is con’ 
sidered to be decidedly encouraging. The 
same is true of the steel industry. 

Bank clearings, both in New York and 
in the outside cities, are showing sub- 
stantial gains. 

Dun & Bradstreet’s index of commod- 
ity prices increased 1.4 per cent. in 
January, compared with a gain of 1.8 
per cent. in December. 

In the first half of January construc- 
tion contracts were greater than for the 
entire corresponding month in 1933. 

Sales of a number of the leading retail 
and chain stores are also moving up- 
wards, 

Reading over the monthlv letters 
issued by a number of the leading banks 


of the country, including the Federal 
Reserve banks, the distinct impression is 
gained that a slow business recovery is 
on the way. 

It is significant that changes which not 
many years ago would have caused a 
decided shock to the business commun- 
ity have taken place recently without 
serious disturbance. Possibly this has 
been due to the fact that these changes 
have been in contemplation for so long 
that they have been discounted in their 
effects. At any rate, the business and 
financial concerns are rapidly adjusting 
themselves to new conditions and are 
functioning with a high degree of efh- 
ciency. 

In one respect the desired improve- 
ment has been but slightly manifest— 
in the expansion of bank credit. For 
the week ending January 31 the daily 
average volume of Federal Reserve bank 
credits was $2,640,000,000, a decrease of 
$8,000,000 as compared with the pre- 
ceding week and an increase of $561,- 
000,000 as compared with the same week 
in 1933. Member banks still have ap- 
proximately $1,000,000,000 of 
reserves, indicative of their ability to ex- 
pand credit once the demand for it 
arises. 

Unemployment, with its burden upon 
the various organizations of government, 
is still a serious problem. Schemes for 
public relief are subjecting budgets to a 
severe strain, and for this situation no 
immediate relief appears to be in sight. 

With the long-continued depression 
in business, the difficulty of collecting 
taxes has grown. The Mayor of New 
York, in a recent public address, de- 
clared that in that city $200,000,000 of 
taxes were due and unpaid. These he 
called not “delinquent” but “distress 
taxes,” bearing as they do 10 per cent. 
interest. 

Before long it may be necessary to 
consider means of relieving taxpayers as 
well as the unemployed. 
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WHAT THEY SAY 


SIGNIFICANT EXTRACTS FROM CURRENT COMMENT 


AS YE SOW, SO SHALL YE REAP 


We cannot indulge—indeed, delib- 
erately plant—fear and hatred and ig- 
norance without eating the bitter fruit 
they bear. The remedy is not to culti- 
vate the evil crop, but to root it out.— 
Christian Science Monitor. 


THE BANKER’S SAD LOT 


To be a banker in the United States 
today is about as unpleasant as it is to 
be a Jew in Germany or an outcast in 
India.—The Economist (London). 


FIAT MONEY THE CAUSE OF 
MISERY AND DISASTER 


History shows no example of price- 
raising by fiat money which did not 
bring misery and disaster in its wake.— 
Annual Review, American Federation of 
Labor. 


TAKING 100 CENTS FROM THE 
FEDERAL RESERVE BANKS 
AND RETURNING 60 CENTS 


Our people would not tolerate any- 
thing of the kind—that is, from an 
ethical standpoint—in the case of the 
meanest country in the world, but would 
characterize it in fitting terms, and we 
should not look with complacency on 
action on the part of our officials which 
we would sweepingly condemn in the 
Hottentot.—The Commercial and Finan- 
cial Chronicle. 


THE BANKER AS THE VILLAIN 


The banker is the official villain; and 
the public’s attitude towards questions 
of high financial policy is largely gov- 
erned today by a vindictiveness which 
springs from the events of yesterday and 
the day before. This spirit of revenge 
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is no doubt very human; but it tends to 
blind people to future consequences of 
present acts in a way which, to a foreign 
observer, seems amazing and alarming. — 
Correspondence The Economist (Lon- 
don). 


THE GOOD BANKER 


A good banker will have accumulated 
in ordinary times the reserve he is to 
make use of in extraordinary times.— 
Walter Bagehot. 


EXPLANATION VS. DENUNCIA- 
TION 


I do not see why the President does 
not do something to help the people to 
understand his policy. It would be ever 
so much better than calling them Tories. 
—Walter Lippmann in New York Her 
ald Tribune. 


LOOPING THE LOOP WITH THE 
“BRAIN TRUST” 


I would rather loop the loop with the 
Brain Trust than continue to trudge 
trustfully in the footsteps of the ortho- 
dox bankers of yester-year.—Lord Lee 
of Fareham. 


HAPPY DAYS COMING FOR 
BANKERS 


They are efficient fellows, the bankers. 
When or if the additional charges to 
depositors go into effect, it is possible 
that depositors, except the great big ones, 
will withdraw their accounts. Well, 
with only two or three accounts to 
handle, and those big ones, it will be 
unnecessary to keep all those clerks and 
secretaries and stenographers. One vice 
president could do the entire work of a 
bank, and still have a lot of time to him 
self—The Conning Tower, New York 
Herald Tribune. 
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CURRENT 


SPEECHES 


A MONTHLY DIGEST OF CURRENT SPEECHES OF INTEREST TO 
BANKERS 


WHY BANKS DON’T LEND 


By FREDERICK H. Hornsy 
President, Continental Bank and Trust 
Company, New York. 


Condensed from a recent statement released 
to the press. 


‘EGAL reserves of member reporting 
y banks were $2,675,153,000 as of 
December 27, 1933, as compared 
with $2,398,926,000 on October 2, 1929, 
indicating an appreciable increase in the 
ability to lend. Total commercial loans, 
however, were only $4,774,000,000 on 
December 27, 1933, as contrasted with 
$9,602,000,000 outstanding on October 
2, 1929, and these figures have been 
quoted in support of charges from many 
quarters that banks are no longer willing 
to lend. 

The fact is that the alleged unwill- 
ingness on the part of banks is largely 
a delusion and is certainly one of the 
smallest contributing factors in the 
shrinkage of the total loans. The con- 
trast with the 1929 figures is mainly 
due to the withdrawal of two distinct 
types of former borrowers from the 
field. 

The first of these is the merchant 
who finds himself in an overcapitalized 
condition because of the consistent 
downward trend of turnover. An at- 
tempt to utilize his funds properly may 
have favored the entering of speculative 
lines but certainly did not entail the 
continuance of his former need for 
loans. 

Another and probably larger class of 
merchants found that their turnover was 
not only greatly decreased but actually 
was inadequate for continued profitable 
Operation even though expenses were 
reduced to the limit. With the obliga- 
tion to employes to keep the doors 
Open in the face of cut-throat competi- 
tion many of these merchants took 
losses that impaired their invested capi- 
tal too seriously for a bank to extend 


any credit facilities, particularly if some 
of the requested funds were likely to 
be lost through operations. 

These conditions among former bor- 
rowers are the basic reason for the 
heavy decline in commercial loans of 
member reporting banks. The require- 
ments asked of a prospective borrower 
are no more rigid than before and are 
simple and obvious: Has the borrower 
a good reputation as to integrity and 
ability? Is the purpose of the loan 
sound—is it self-liquidating? Is the bor- 
rowers capital sufficient in relation to 
the supporting statement of income and 
expenses on his balance sheet? It is the 
reduced number of borrowers who can 
satisfy these simple conditions, and not 
any increased unwillingness to loan, that 
has brought the total of commercial 


loans to its present low level. 


SHALL OUR UNIT SYSTEM OF 
BANKING ENDURE? 


By W. E. Carter 


President, Missouri Bankers Asociation 


Condensed from an address made before 
the group meetings of the Missouri Bankers 
Association. 

ERHAPS there is no more perti- 
Pp nent subject before bankers, espe- 

cially country bankers, than, shall 
our present system of unit banking en- 
dure? To me the answer to that ques 
tion is entirely in the hands of us who 
are charged with the responsibility of 
operating the banks. I know of no 
law that prevents sound banking. 

It seems fundamental that banks must 
collect sufficient revenue to meet the 
ordinary expenses, hire competent ex- 
ecutives and other employes, write off 
current losses, pay a reasonable return 
on invested capital, and create sufficient 
surplus and reserves to protect the capi- 
tal investment against unforeseen losses, 
which inevitably occur in practically all 
banks. Bankers, it seems to me, must 
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banish all fear, fear of depositors, bor- 
rowers, stockholders, competitors, gov- 
ernment policy, etc., and must operate 
their banks on a basis of prevailing con- 
ditions. 

It seems fundamental that salaries of 
active bank officials should be such that 
they would not be tempted, or per- 
mitted, to engage in anything in com- 
petition with the bank by which they are 
employed. All collections for services 
rendered customers in any way should 
be a part of earnings. 

Fees paid personally to officers in the 
capacity of executor, administrator, 
trustee, etc., of estates, it would seem 
should be a part of the earnings of the 
institution they serve. Usually such 
income to the officer is possible only 
by reason of his position in the bank, 
and such fees as a part of the bank’s 
revenue would be of material assistance 
in maintaining earnings. In _ other 
words, if banks are to be operated suc- 
cessfully, they must receive all revenue 
that comes into the hands of the officers 


by reason of their positions. 

There is no place in banking for 
officials who desire to promote, and to 
build up an individual fortune within 


a few years at the of the 
institution they serve. 

Bank officers must be paid a sufficient 
amount to attract men of judgment and 
ability who will be satisfied with the 
knowledge that they are engaged in a 
business that is absolutely necessary as 
long as our present economic system 
of production and distribution continues. 

It goes without saying that such 
officers, when making loans, would look, 
not to the rate of interest, but to the 
repayment of principal and do all 
necessary investigating before the credit 
was granted, familiarizing themselves 
with the risk, the facts pertaining to 
how the proceeds of the loan are to 
be used, the ability of the borrower to 
successfully handle borrowed capital, 
his chances for making a profit with it 
and returning it in due time to the 
bank. 

In the 


banks must 


expense 


it would seeem that 
for their 


future 
depend more 
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revenue upon service charges than from 
interest returns on loans and _invest- 
ments. By so doing they should be able 
to adopt a more conservative investment 
policy. 

The successful bank officer of the 
future, I believe, will devote more time 
and thought to successfully handling 
the business that comes to his institu- 
tion, than in attempting to promote 
and acquire new business. 

The thing for the bank officer to look 
after is his investment portfolio. Ninety 
per cent. of the chief executive's time, 
in my judgment, should be spent in 
studying the loans and investments of 
the bank. 

Banking is money and credit business, 
and an excess amount of real estate is 
not a proper banking asset, either in 
the way of banking house, etc., or in 
other real estate acquired through debts 
previously contracted. Good manage- 
ment of the future, I believe, will keep 
this item just as low as possible. 

Experience indicates that it is seldom 
wise to send good money after bad. 
If a loss occurs, it should be at once 
charged off against reserves previously 
set up to take care of such contingencies. 

The old theory of banks promoting 
the development of their communities is 
dead. By that I mean banks making 
capital loans for all sorts of enterprises 
designed to develop the home com 
munity. The best way any bank, in 
my judgment, may promote the inter’ 
ests of the community from which it 
derives its support, is to operate its 
business on a safe and sound basis— 
safe for depositors, borrowers, officers, 
employes and stockholders. 

Our present system of individual unit 
banking is on trial, and if it is to en 
dure, we must operate a type of banks 
that will serve the public safely, better 
and more conveniently than some other 
system that may be devised, and it 
would seem that this may only be 
accomplished by competent, fearless 
management—such management as will 
keep abreast with changing conditions 
to the end that our banks may serve 
wisely and without fear or favor. The 





EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 
ACCOUNTANTS AND AUDITORS 
Forty-Two Broadway, 


job is ours. Shall we rise to the 
occasion and preserve the system that 
has been responsible for the develop- 
ment of this country, or shall we fail 
and allow our system to be succeeded 
by a Government owned, or closely 
controlled, organization of branches? 


SALVAGING REAL ESTATE 
MORTGAGES 


By CHARLES F. ELLERY 
Assistant Trust Officer, Fidelity Union Trust 
Company, Newark, N. J. 


Extracts from an address before the Eastern 
Savings Conference, New York. 


HAT quality of judgment which 
Ts most needed in salvaging mort- 
common sense. A 
panicky, fearful, condemnatory point 
of view is not conducive to sound 
reasoning nor good judgment. Keep 
your mind on an even keel, weigh each 
contributing angle in the case of each 
particular mortgage carefully. Here, I 
have given you the keynote of success: 
ful salvaging. 

You have in your portfolio a mort- 
gage on a two-family house owned, let’s 
say by a plumber. With the inertia 
in building, his income has been de- 
creasing for several years. He, think- 
ing the upturn would soon come, which 
viewpoint was encouraged if not justi- 
fied, did not seriously curtail his ex- 
penditures, and let his taxes slip, figur- 
ing on paying them the next year. You 
on your part were a little lenient on 
taxes, reasoning that the municipality 
did not sell for two years and thus 
abetted him in his delinquency. Sud- 
denly, the owner, you, and the munici- 


gages is 


New York City 


pality have realized that taxes are two 
years delinquent, and the owner in 
addition finds he can not pay his inter- 
The municipal tax sale looms, you 
visualize the laying out of more cash 
to pay the arrears thus increasing your 
mortgage, wonder how much the fore- 
closure costs are to be, and if you are 
to add another parcel to “other real 
estate owned.” You condemn yourself 
for not insisting on taxes having been 
paid when due. Perhaps you wonder 
where the investment committee’s brains 
were when it made the loan, and be- 
come a little panicky wondering how 
many more there are. 

Now reverse this situation. Realize 
that the tax situation came about as 
a matter of common practice of years’ 
standing, that the majority of property 
owners pay on time, that your invest- 
ment committee was entirely justified 
in making the loan at the time the 
loan was made, and further that the 
majority of your mortgages are of such 
caliber they will give you no trouble. 
Having arrived at this point of view, 
your common sense asserts itself, and 
you send for the owner, who is, as I 
said, a plumber. Together you go over 
his finances, figure the extent to which 
he. can pay monthly and you start 
saving the property for him and sweet- 
ening your mortgage by applying the 
monthly payments first to the payment 
of taxes, or to your reimbursement if 
you have paid them to avoid a sale, 
and then to your interest. 

A year has passed, you find the 
arrears of taxes have been paid, and 
you are starting on your interest. Your 
owner is encouraged and so are you, 
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for your mortgage is well on the road 
to recovery. 

This time you have a larger mortgage 
on a business property, let’s say stores 
and a moving picture theater. The 
mortgage called for amortizations which 
were for a time made, but with chang- 
ing times the pinch becomes felt and 
foreclosure imminent. In the case I 
have in mind foreclosure is actually 
started, for in this type of property 
delays are dangerous, and you move 
quickly. Investigation proves the 
theater is well patronized and will 
carry your mortgage, pay taxes and 
amortize to a degree. Investigation of 
the bondsmen has meanwhile satisfied 
you that you can expect no relief there 
if there is a deficiency, so when the 
tenant of the theater comes to you to 
buy the property, you call all subse- 
quent mortgagees, and interested parties 
together, lay the facts before them, tell 
them that on receipt of all delinquencies 
as to interest, taxes, amortizations, and 
foreclosure costs, the foreclosure may 
be stopped and the mortgage put in 
good standing. 

In the I have in mind this 
brought no result, so at a stated time a 
contract to sell if and when the prop- 
erty was acquired was entered into. 
This contract, which has been carried 
out, provided for the releasing of the 
bondsmen in consideration of the assign- 
ment of rents, the payment by the 
purchaser in cash of all arrears of taxes, 
interest, and the costs, and the taking 
of a purchase money mortgage for the 
balance for a period of years with 
interest and’ a given amortization pay- 
able monthly, as well as a_ provision 
for the payment of taxes monthly. 
Two years have elapsed in this case, 
payments have all been made, and by 
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the time the mortgage matures it will 
have been reduced to the point where 
it should be safe under any conditions, 
and with a reasonable turn in affairs 
the owner may refinance if necessary. 

And what about the wage earner and 
his home? How can this be salvaged? 
Well, when the job is no more and the 
savings are gone, what is there left but 
foreclosure? But, where there is a job, 
send for him, analyze with him his 
finances, spread his income, after his 
living, so far as it will go, and reduce 
your interest rate to where he can 
carry and wait for the recovery to come. 

The real estate mortgage has stood 
up well way past the time of the stop- 
page of income on other securities, and 
in spite of the many pressing problems 
and all the vicissitudes I maintain and 
believe that, saving a national calamity, 
the majority of real estate mortgages 
are good and will be paid, and that they 
will long be what they have been in 
the past—a prime investment for con- 
servative investors. 
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C. A. BOGERT ELECTED HEAD OF 
DOMINION BANK 


Ow1nc to ill health, A. W. Austin has re- 
tired as chairman of the board of the Domin~ 
ion Bank, Toronto, Canada, and has been 
succeeded by C. A. Bogert, president. 

C. H. Carlisle, vice-president, has been 
elected president, and W. W. Near and R. §. 
McLaughlin, vice-presidents. Mr. Carlisle is 
also president of Goodyear Tire & Rubber 
Co. of Canada, Ltd., and Messrs. Near and 
McLaughlin are the presidents of Page Her- 
shey Tube, Ltd., and General Motors of 
Canada, Ltd., respectively. 

Mr. Austin was president of the Domin- 
ion Bank from 1925 to 1932 and has been 
a director for 36 years. James Austin, his 
father, founded the bank in 1871 and was 
its president until his death in 1897. 
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GOODBYE BANKER’S GOOD-WILL 


An Editorial in Printer’s Ink 


FTER a year of doing little or 
At to retrieve the public 


good-will which they lost so com- 
pletely and rapidly during the depres- 
sion, the bankers have committed two 
more errors. They showed their con- 
tempt for public confidence by submit- 
ting a code that hits the average man 
and the small business man right in the 
middle of his (hip) pocketbook and by 
repudiating the advertised promises of 
the New York Clearing House banks. 
The code provisions, with their obliga- 
tory service charges on small accounts, 
would not only drive business away but 
also would put a heavy burden on those 
who must have banking service but who 
cannot maintain large balances. This 


may seem to be, to the public, just one 


more example of how the little fellow 
who can least afford it, pays more than 
his share. 

The bankers’ answer is that all ac- 
counts are usually unprofitable; and that 
banks are entitled to a profit. 

But this argument won't carry much 
weight with the man who has been try- 
ing- desperately and unsuccessfully to 
obtain credit from his bank or has been 
reading the testimony from the Wash- 
ington hearings. 

Perhaps even more stupid, from a 
public confidence point of view, is the 
refusal of the New York Clearing House 
banks to make good the promises they 
made to protect the depositors of one 
of their member banks which later failed 
~-the Harriman National Bank & Trust 
Company. 

The Federal Government, in its at- 
tempt to force the bankers to live up to 
their admitted agreement, states that the 
Clearing House Association “was im- 
plicit in the representations made and 
advertisements published by and at the 
instance of the defendant banks that 
membership in the Clearing House As: 


sociation meant that upon examination 
the member had been found to be solvent 
and in sound condition and that no mem- 
ber would be permitted to remain in the 
association after the contrary had been 
revealed to the Clearing House Com- 
mittee or the defendant banks.” 

And now these banks are attempting 
to crawl behind a technicality, proclaim- 
ing that their lawyers inform them that 
they are not “legally” bound by the 
promises of its executive committee. 

Consumer good-will is easily lost, as 
the bankers so well know. Don’t they 
want it back again? 


NOT TOO LATE FOR A BANKING 
SYSTEM 


Editorial in Review of Reviews and World’s 
Work 


ANY banks are still in process of 
M liquidation, but for most parts 

of the country there are now 
solvent banks that are doing business in 
a more or less normal way, although 
with extreme caution. They have been 
showing little zeal or courage for the 
part that banks ought to play in the re- 
covery of the nation’s business. 

As a servant of the American people 
it is the recognized business of Govern- 
ment to provide us with a system of 
stable money. But it is also the Govern- 
ment’s business to provide for a system 
of banks. 

The fact that thousands of small state 
banks throughout the country have been 
operating unsafely is evidence enough 
that Government has not been serving 
the people well, as regards bank laws. 
A sound system created for the benefit 
of the entire people by the authorities at 
Washington would make it impossible 
for state banks to compete. 

We believe that it is the intention of 
President Roosevelt, and of the best in- 
formed leaders in Congress, to bring all 
American banks into a national system. 

Although we have not yet created the 
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uniform banking system that every busi- 
ness man ought to demand, the power 
to resist the establishment ot such a sys- 
tem has been undermined. Nobody can 
well come out into the open and have 
influence in advocating tne restoration 
of the entire 30,000 independent banks 
that were in existence only a short time 
ago. Something approaching half that 
number are now, with the beginning of 
1934, sufficiently restored to be allowed 
to receive deposits which are rendered 
safe up to a maximum of $2500 by rea- 
son of their membership in a new na- 
tional corporation set up at Washington 
to insure or guarantee deposits. After 
July 1 this corporation will be strong 
enough to guarantee depositors in full 
to $10,000 and in part upon larger sums. 

This plan of protecting deposits can 
be defended perhaps as a temporary 
measure to allay the fears of people who 
have suffered too much in the past to 
think any place safe for deposit purposes 
except the Postal Savings Bank. But as 
a permanent plan it can hardly be well 
defended, either in theory or in prac- 
tice. It might be regarded as a kind of 
scaffolding, to be removed when the 
structure of an American banking sys- 
tem takes actual shape. This sound 
edifice ought to be completed in 1934, 
or in 1935 at the farthest. 


THE TAXPAYER’S PROBLEM 


From The Index, Published by the New York 
Trust Company 


OTAL cost of the depression and 
the recovery program to the 


American people, on the basis of 


the prospective increase in the public 
debt between June 30, 1930 and June 
30, 1935, may be estimated at approxi- 
mately $15,649,000,000. 

Two great national emergencies have- 
placed before the American people a bill 
which will represent almost $250 for 


every man, woman and child in the 
country, although it will not be collected 
on that simple basis. 

In the final analysis, its payment must 
be met directly by the nation’s taxpay- 
ers. No bookkeeping device can obvi- 
ate the necessity for a future program of 
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economy and taxation which will not 
only bring the receipts of the Federal 
Government within the total of both 
ordinary and emergency expenditures, 
but will also provide, over and above 
such a balance, the funds necessary for 
debt retirement. Furthermore, it the 
burden of the public debt is not to he- 
come unmanageable, a program corre- 
sponding to that by which its wartime 
total was so successfully reduced must be 
adopted in order to maintain national 
credit. 

President Roosevelt believes that such 
a policy will be possible in 1936. {t must 
be noted, however, that even the limit 
upon debt increase which he proposes is 
contingent upon the success of the re- 
covery measures now underway, both in 
assuming that the Reconstruction Fin- 
ance Corporation can start repaying its 
loans in 1935 and in estimating tax re- 
ceipts upon a marked improvement in 
industrial production. 

It is clear, in any event, that provision 
for future balanced budgets which will 
include interest charges on this debt, to 
say nothing of charges for its gradual 
retirement, will impose upon the Ameri- 
can people a heavier burden than any in 
their past history. 

A true balance between the Govern- 
ment’s income and total expenditures 
remains the first essential to healthy na- 
tional finance and postponement of any 
possibility of obtaining such a balance 
until 1936, at the very earliest, makes 
the problem even more serious than had 
been generally anticipated. 


A KIND WORD FOR THE 
BANKERS 


An Editorial in Zion’s Herald 


HO in America today is bear- 
ing the brunt of criticism for 
the financial predicament of the 


country? We answer, the bankers. As 
a class they have lost very greatly in 
prestige during the last few years. Why? 
Because there have been a number of 
spectacular revelations of sharp practices 
and actual crookedness on the part of 
some bankers who occupy high positions. 
We Americans excel in the vicious habit 
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of generalization. One Jew is ill-man- 
nered; we denounce the Hebrew people. 
One Roman Catholic proves dogmatic 
and intolerant; we no longer have any 
use for the Roman Catholic Church. 
One banker goes wrong; we suspect all 
bankers. But all bankers are not dis- 
honest, any more than all ministers are 
hypocrites. In fact, we hold that the 
great majority of bankers are honest, 
however reactionary they may be in 
their economic theories. Most of us 
would do well to cultivate the acquaint- 
ance of a specific banker or two. We 
should soon discover that these men we 
so glibly lump together under a class 
term with a denunciatory adjective at- 
tached are human beings very much like 
ourselves. 

A few years ago, while still in middle 
life, a prominent banker in Boston, who 
is also a loyal churchman possessed of 
a conscientious social outlook, was 
stricken with a disease that baffled the 
doctors and finally doomed him to a 
wheelchair. He had an artistic tempera- 
ment, however, and under very serious 
handicaps was able by sheer will-power 
to develop unusual ability in painting. 
A few weeks ago a group of his best 
pictures was exhibited in Boston and at- 
tracted much favorable comment. Some 
of them were exquisite New England 
scenes and marine studies. All revealed 
rich resources of imagination and genu- 
ine power of execution. Replying to a 
letter congratulating him upon his ex- 
hibit, this invalid banker wrote: 


“My wheelchair days are full of joy 
and happiness; to keep my heart with all 
diligence is my constant prayer. I have 
always wanted to do creative work, to 
express that something within me; so 
you see I wander far afield—a day amid 
the hills or along the golden strand. 
From my window I view the wonderful 
sunsets, the silver glint on the snow and 
the dark violet shadows of the conifers. 
It is all very beautiful. Come, walk with 
me, my friend. We'll have te climb 
the mountain to gain perspective. So 
many trudge along the dark narrow pass 
and wonder why they cannot see! God 
bless you and may the New Year bring 


peace, joy and happiness to you and 
yours!” 


THE SIZE OF FAILED NATIONAL 
BANKS 


By RALPH R. PICKETT 


From The Journal of Business of the 
University of Chicago 


HE significance of the relationship 

of size to failure of commercial 

banks. lies in its bearing upon pro- 
posals for strengthening the banking 
structure. If, as is generally thought, 
the small bank has contributed dis- 
proportionately to the failure list, pro- 
posals looking to increased minimum 
capital requirements are urgently needed. 
On the other hand, if bank mortality is 
made up in about equal proportions of 
all sizes of banks, other remedies should 
be sought. 

A review of national bank failures 
over a twelve-year period points to def- 
inite conclusions: 

1. The rate of failure has been great- 
est among the smallest banks. 

2. Failures have occurred in all sec- 

tions of the country, though the percent- 
age has been greatest in those regions 
where business depression has been most 
acute and most prolonged. 
3. The inability of the banking struc- 
ture to withstand business depression is 
a fundamental weakness which extends 
to all sizes of banks. Severe and wide- 
spread depression produces failure among 
all sizes of banks and in about the same 
proportion. 

4. These characteristics of bank fail- 
ures indicate certain essentials of any 
program of banking reform. It is per- 
haps desirable to increase the required 
minimum capitalization of banks in the 
smallest communities. This, however, is 
a minor and incidental phase of the 
change needed. Banks of all sizes and 
in all sections have contributed to the 
enormous mortality. The banking struc- 
ture stands in need of a revision as wide- 
spread and far-reaching as the weak- 
nesses which permeate it. The experi- 
ences of other nations during the present 
business depression indicate that bank 
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failures, such; as those from which this 
nation has suffered heavily for a dozen 
years, are wholly unnecessary. 


MUST THE GOVERNMENT TAKE 
OVER THE BANKS? 


By RAYMOND MOLEyY 
In Today 


T= chief forces that challenge the 


permanence of individualism and 

private ownership in banking are 
implicit in five situations that mark the 
contemporary scene. These are: (1) 
The absorption of banking resources by 
the financial necessities of the new bud- 
get; (2) the movement of governmental 
credit agencies into fields abandoned by 
privately-owned banks; (3) the limited 
supply of the kind of banking asset upon 
which, it is said, a sound banking system 
should be built; (4) the recognition by 
political forces of the fact that the con- 
trol of credit is the control of the nation; 
(5) the loss of self-confidence by the 
bankers themselves. 

This year’s financing program of the 
administration does not of itself imply 
serious dangers for banks, but it is ca- 
pable of setting forces in motion which 
might ultimately lead to assumption of 
Government control. 

It has been clear that as banks re- 
frained from sharing business risks they 
were buying Government securities as 
offsets to dollar obligations to their de- 
positors, and it is equally clear that if a 
very large supply of these dollar assets 
were offered them a more than ordinary 
impulse would be needed if they were 
going to change this habit. The ulti- 
mate result of such investment habits on 
the part of banks would be to liquify 
them out as mere investment trusts with 
one kind of asset, Government paper. 
and to bring on an irresistible call for 
commercial credit accommodation from 
other sources, presumably the Govern- 
ment. 

Next, we must recognize how Gov- 
ernment has been pushing forward to 
meet the credit needs of great groups 
within the country from which private 
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banking has largely withdrawn its sup- 
port. 

The third force which challenges pri- 
vate banking is the limited supply of 
the kind of banking asset upon which, 
it is said, a sound banking system should 
be built. The quantity of short-term 
self-liquidating commercial paper was 
declining before the depression, and this 
decline was one of the causes of the 
banking collapse of 1933. 

The fourth force which offers a po- 
tential challenge to private banking is 
political. It is an interesting fact that 
none of the financial writers, but all of 
the sophisticated political commentators, 
have recognized the great potential force 
of the political drive for more and more 
governmental control. 

If we are to have a managed currency 
we must have a managed credit, and if 
we are to avoid chaos and destruction 
the management must be vested in the 
same source of power. It may be that 
this control can be achieved through 
Government supervision of privately 
owned banks. But if things go wrong, 
the irresistible tendency of Congress 
would be to ascribe the failure to private 
ownership rather than to public control 
and to move to abolish private ownership 
completely. 

The fifth force that challenges indi- 
vidualism in banking is the danger that 
bankers for the most part have lost con- 
fidence in themselves. So long as the 
bankers had confidence in themselves the 
banking business was successful, but if 
their confidence cannot be restored, then 
we have become as those who ate of the 
fruit of the tree of the knowledge of 
good and evil. The foundation of pub- 
lic ignorance is forever lost. 

Government supervision of capital 
markets is likely to be with us for a long 
time to come, and it may be that super’ 
vision of short-term credit is just ahead, 
if not Government operation. But if 
this comes about, it will be fundamen: 
tally because we have lost confidence in 
the ability of individualistic bankers to 
operate successfully in the merchandis- 
ing of confidence. 
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NEW BOOKS 


PARENTS, CHILDREN, AND Money. By Si- 
donie M. Gruenberg and Benjamin C. 
Gruenberg. New York: The Viking Press. 
S4.75. 

A handbook for parents in dealing with 
the “money problem” in bringing up children. 
Discusses such problems as fines, earning 
money, saving, spending, borrowing, etc. 


Qua.itaTivE Crepir ControL. By William 
E. Dunkman. New York: Columbia Uni- 
versity Press. $3.00. 


Criticizes proposals to control the level of 
prices through banking policy and offers a 
constructive program of credit control based 
on credit and banking theory, and credit 
analysis. 


KEMMERER ON Money. By Edwin Walter 
Kemmerer. Philadelphia: The John C. 
Winston Co. $1.50. 


A timely and understandable book on 
money by the “world’s money doctor.” 


Fiat Monty INFLATION IN FRANCE. By 
Andrew Dickson White. New York: 
D. Appleton-Century Co. $1.00. 


An historical account of the French Revo- 
lutionary Government's attempt to create an 
irredeemable currency. 


AMERICA SWINGS TO THE 
Lee. New York: 
Inc. $1.50. 


A. concise picture of our present economic 


situation and the implications of the new gov- 
ernmental policies. 


Lert. By Alva 
Dodd, Mead & Co., 


THE STERLING-DOLLAR-FRANC’TANGLE. By 


Paul Einzig. New York: 


Ro. $2.75. 


A guide for the general reader in the maze 
of monetary policies and exchange fluctua- 
tions. The author discusses the fundamental 
principles which lie behind the apparently 
incoherent events. 


The Macmillan 


BANKING AND TRANSPORTATION PROBLEMS. 
Edited by F. Cyril James, Ph.D. and G. 
Lloyd Wilson, Ph.D. Philadelphia: The 
American Academy of Political and Social 
Science. $2.50. 


_ A collection of articles on commercial bank- 
ing, investment banking reform, the place of 
the Federal Reserve System, problems of 
monetary policy and the reorganization of the 
transportation system of the United States. 


Samuel 
Double- 


AMERICA SELF-CONTAINED. By 
Crowther. Garden City, N. Y.; 
day, Doran & Co. $2.00. 

This book holds that America is practically 
self-contained and can and should depend 
upon her own resources. 


THE FEDERAL RESERVE BOARD. 
O. Weyforth. Baltimore: 
kins Press. $2.25. 


A study of the Federal Reserve structure 
and credit control. The author is associate 
professor of political economy at John Hop: 
kins University. 


By William 
The John Hop- 


THE ECONOMICS OF THE RECOVERY PRO- 
GRAM. By Seven Harvard Economists. New 
York: Whittlesey House. $1.50. 

A candid and vigorous discussion of the 

New Deal by seven Harvard economists. 


PRINCIPLES OF MONEY AND CREDIT. 
L. Garis. New York: The 
Co. $2.25. 

A description and analysis of our monetary 
and credit problems both for the student and 
general reader. 


By Roy 
Macmillan 


THE BANKS, THE BUDGET AND BUSINESS. 
By Joseph B. Hubbard. New York: The 
Macmillan Co. $1.75. 


An account of the extraordinary economic 
developments since 1931 with a special study 
of the effects of these developments on 
business. 


RAILROAD MERGERS. By John Will Chapman. 
New York: Simmons-Boardman Publish- 
ing Co. $3.00. 


A study of the railroad merger movement 
and the effect of possible legislation on rail- 
road bonds and other securities. 


THE PracTICAL APPLICATION OF INVEST- 
MENT MANAGEMENT. By Dwight C. Rose. 
New York: Harper & Brothers. $2.50. 
Sets forth an authoritative, constructive 

program for intelligent investment—tested by 

a period of extraordinary prosperity and by 

the severe depression which followed. 


THE DOLLAR, THE FRANC AND INFLATION. 
By Eleanor Lansing Dulles, Ph.D. New 
York: The Macmillan Co. $1.25. 

Can America profit from the experience 
of France and avoid some of the suffering 
and loss into which they were plunged by 
their weak financial policies? 
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LEARN FROM THE 
EXPERIENCE OF OTHERS 


No MATTER what your banking 
problem may be you are pretty 
sure to find a book that will help 
you. Some other banker has had 
to cope with your particular prob- 
lem and by experience and trial 
and error he has learned the way 
to solve it. Most of the answers 
to your problems are to be found 
in the pages of the literature of 
banking. 


When the Bankers Publishing 
Company first entered the book 
publishing field, the problem of 
bankers and students of finance 
was to get any book on the spe- 
cial phase of banking in which 
they were interested. Nowadays 
the problem is that of getting the 
right book. 


It was with this problem in mind 
that the Bankers Publishing Com- 
pany inaugurated its book depart- 
ment, where it gives information, 
not only concerning those books 
which it publishes, but concerning 
those of other publishers as well. 


tabulated record 
is kept of all books on subjects 
connected with banking, econom- 


A carefully 


ics and finance, so that requests 
for information concerning books 
on any phase of banking may be 
promptly and fully answered. 


In addition to giving information 
as to books on banking subjects, 
the book department is also ready 
to fill orders for any book pub- 
lished. All orders are given 
prompt and careful attention 
and are shipped direct to the 
customer either by mail or ex- 
press. 


which aids the 
banker in getting the right book 
is our approval policy. Realizing 
that it is difficult to decide on the 
suitability of a book without actu- 
ally examining it, we send any of 
our own books on five days’ ap- 
proval to banks or bankers. At 
the end of that time the books 
may be returned or a remittance 
sent if they are satisfactory. 


Another service 


These services are for your con- 
We hope that you will 
of them. Write us 
what your interests are and we 
will send you a list of recom- 
mended books with prices. 


venience. 
make use 


“TEADQUARTERS FOR BANKING BOOKS” 





BOOKS FOR BANKERS 


TWENTIETH NATIONAL FOREIGN TRADE Con- 
VENTION. By Gardner L. Harding. New 
York: National Foreign Trade Conven- 
tion, India House, Hanover Square. 

A verbatim report of the proceedings of 
the 1933 convention. 


By Leo Pas- 
The Brook- 


CurRENT MONETARY ISSUES. 
volsky. Washington, D. C.: 
ings Institution. $1.50. 
The monetary issues confronting this coun- 

try and the world today are set forth and 

analyzed. 


PERSONAL ‘TRUST 
Cuthbert Lee. New York: 
Publishing Co. $5.00. 


A working manual for banks and trust 
companies. Gives detailed instructions for 
accepting and administering personal trusts of 
all kinds. The author was former trust super- 
visor of the Guaranty Trust Company of 
New York. 


ADMINISTRATION. By 
The Bankers 


PracTicAL CrepiT ANALYsIs. By Eugene S. 
Benjamin. New York: The author, 220 
Fifth Ave. $7.00. 


A valuable book for bank credit men and 
all who are interested in an up-to-date system 
for analyzing the balance sheet and the profit 
and loss account. Particularly helpful dis- 
cussion of trade standards and operating 
tatios. 


Money—Go_p, Si_ver, Paper. By Francis 
W. Hirst. New York: Charles Scribner's 
Sons. $2.00. 


A complete history of money from the 
earliest times down to the present by an in- 
ternationally known authority. 


BANKING Law & PRACTICE 
M. L. Tannan. Calcutta (India): 
terworth & Co. 


A discussion of legal principles and prac- 
tice as applied to banking in India. 


IN INDIA. By 
But- 


THE Future Comes. By Charles A. Beard 
and George H. E. Smith. New York 
The Macmillan Co. $1.75. 


A thoughtful discussion of the changes 
brought about by the New Deal and what 
they will mean to the future of America. 


Worip Economic Survey. 40 Mount Ver- 
non Street, Boston: World Peace Founda- 
tion. $2.00. 


_Information about world economic condi- 
tions as collected by the Economic Intelli- 
gence Service of the League of Nations. 


NEW PAMPHLETS 

PAPER-MONEY INFLATION IN FRANCE: How 
Ir Came, WHaT It BROUGHT, AND How 
Ir ENpep. By Andrew Dickson White. 
New York: J. Walter Thompson Co. 


THE NEW 
Young & Ottley, 


THE AMERICAN INVESTOR AND 
DoLiar. New York: 
Inc. 


ANTI-DEPRESSION LEGISLATION. New York: 
American Institute of Banking. $1.50. 


A Banr’s RELATIONS WITH ITs CUSTOMERS. 
By Stuart H. Patterson. New York: 
Guaranty Trust Co. 


BANKING AND THE New DEAL. New York: 
American Institute of Banking. $1.50. 


WHAT THE ITEMS OF A BANK STATEMENT 


MEAN. By Stuart H. Patterson. New York: 
Guaranty Trust Co. 


SWEDEN: WHERE CapPITALIsM Is Con- 
TROLLED. By Marquis W. Childs. New 
York: The John Day Co., Inc. 25c. 


Kemmerer on 


Money 
By Edwin W. Kemmerer 


A new book on 
money by the 
world’s “money 
doctor.” 


$1.65 delivered. 


Bankers Publishing Company 


465 Main St., Cambridge, Mass. 
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THE BANK AND ITS EQUIPMENT 


A MONTHLY DEPARTMENT DEVOTED TO BANK ARCHITECTURE 
AND MODERN BANK EQUIPMENT 


What to Do in a Holdup 


By Harry Jacoss 
Mosler Safe Company 


The increasing number of bank robberies in the east is causing many bankers to do 


everything they can to halt that increase. 


But if you are held up, Mr. Jacobs makes 
here a few suggestions which will be valuable to you. 


They are adapted from an 


article appearing in Safe Deposit Management, a magazine published by the Pennsyl- 
vania State Safe Deposit Association —EDITOR. 


HAT is expected of you in the 

\X/ event of a holdup? You who 

manage the facility and safety 
of the bank’s vault wherein reposes not 
alone the better portion of the wealth 
of your safe deposit box rentors, but the 
cash reserve and loan collateral of your 
bank. 

I put the inflection on the word “‘is,” 
because I wonder if any of you definitely 
know what is expected of you, by not 
alone your safe deposit box rentors but 
by your superiors and associates. 


1. Are you expected to complacently 
say “Help yourself, we are insured?” 

2. Are you expected to resist by 
force? 

3. Are you expected to resist by 
using firearms? 

4. Are you expected to resist by 
pushing a button and ringing an alarm? 

5. Are you expected to push a but- 
ton and set off some form of gas? 


I feel quite sure that in so far as text 
books on banking are concerned, can 
nowhere be found any exhaustive treatise 
on how to resist a gang of holdup men, 
how to fire a gun, or ring an alarm, or 
even how to hypnotize these death defy- 
ing lawless bands of criminals. Such 
information you will usually find in in- 
structions given to the police, or the 
militia, or the regular army, and hypno- 
tism is an art that is not easily practiced 
on more than one subject at a time. 

I recently asked a very important and 


experienced police official what he would 
do in your case, in the event of being 
faced with a gang of holdup men. He 
said, “With the cards stacked against me 
as they would be, I would most assuredly 
not offer resistance, even to the extent 
of pushing a button to ring an alarm.” 
“TI would stand by,” said he, “and during 
the few minutes they had to pull the job, 
I would make a very careful survey of 
every characteristic of each of the holdup 
men, and try to photograph in my mind 
their height, their weight, the width of 
their shoulders and pick out some un- 
usual characteristic so that later I might 
aid the police in tracking down the cul- 
prits, by making identifications. That,” 
he continued, “is good common sense, 
and anything else is just foolish bravery.” 
And this man was 6 ft. 2 in. and a real 
fighter, raised from the ranks, with 
probably every decoration for valiant 
service that a police officer could obtain. 
He continued a little later, that if they 
were surprised by an alarm or attack of 
gas, he felt very certain that they would 
shoot their way out, and in that way 
kill or injure many and even interfere 
with the approaching police, a crowd 
would gather and they would be lost in 
the crowd. 

I particularly noted that portion of 
his statement in which he said he would 
photograph in his mind the physical 
characteristics during the few minutes 
that they had to pull the job. So I 
asked him what he called a few minutes. 
“Oh.” he said, “not over five or less,” 
and he outlined to me how they plan 
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well in advance. 

I asked him what he thought they 
might do if they were rudely interrupted 
and delayed without warning in pulling 
this fast job. “Ah,” he said, “an un- 
expected interruption would be almost 
like pointing a gun in their face and 
they would probably run out shooting 
as they left, because they are a very 
nervous lot. He said that they are 
trained up to the job just like an athlete 
just before a contest, because they have 
studied their attack from every angle 
and an unexpected interruption would 
set them off their balance. 

Then I asked him how they felt about 
an attack if they knew in advance that 
there was going to be a delay. He said, 
“Well, that is different, and it is very 
doubtful that they would tackle a job 
if they knew there would be a long 
delay.” 

To go back to what is expected of 
you and your bank. If my observations 
have been correct and these observations 
have been confirmed by reports of in- 
surance company officials, you are prob- 
ably expected to complacently say, “Help 
yourself, we are insured.” You are 
probably instructed not to offer resist- 
ance. 

In the west where they have experi- 
enced many more holdups than we have 
here in the east, so far, and I say “so 
far” advisedly, things went on to such 
an extent that insurance companies lost 
fortunes by making good holdup losses, 
and so they raised rates and raised rates, 
and finally that was not enough, so they 
made it imperative that a bank out there 
protect at least 85 per cent. of their re- 
serve in a chest having some kind of a 
compartment locked by a day timelock, 
so that there would be a delay in getting 
at the reserve in the event of a holdup. 
If the bank would do this, they didn’t 
need gas, they didn’t need pistols, and 
they didn’t need alarms. They seem 
satisfied that such a risk, that is, where 
a bank had a delayed timelock on their 
reserve, would be as good as if they 


every move almost to the split second, 


—————— SSeeeeeeeSeSSFSSSSSSSSSSSSSSssses 





were to make their bank a veritable 
arsenal. They, too, like that police off- 
cial, realize that delay defeats holdup 
and advertised delay would keep the 
holdup man out of a bank. 

I want to now illustrate what I mean 
by advertised delay. I have here a 
miniature locker, typical of that which 
holds the reserve in most vaults. It is 
equipped with a Mosler Electric Delayed 
Timelock. It means that from the time 
that the current goes on, which is indi- 
cated by this red light, until the current 
goes off 15 minutes later, that that door 
cannot be opened. If the holdup man 
has nerve enough to wait the 15 minutes, 
I can make mental notations of the 
physical characteristics of my assailants, 

I am not a coward, nor am I preach- 
ing cowardice. I, like you, thrill at read- 
ing of bravery, that is a man’s natural 
instinct. We are all hero worshippers 
and I do not think there is a man who 
cannot rise to the occasion of being a 
hero if called upon to be one for a good 
and sufficient reason. I am sure that 
we would step into any danger if we felt 
that that stepping in might mean pro- 
tecting the lives or welfare of anyone 
of our own family, or even one of our 
friends. 

So, I ask that you carry with you this 
one thought that delay is the holdup 
man’s real enemy. Not surprise delay, 
which is dangerous, but planned delay. 
If the holdup man will still come in with 
advertised delay, and have the nerve to 
wait this 15 minutes, then remember 
what the police official said—get as good 
a mental picture of your assailants as 
you can, because such descriptions are 
invaluable to the police department in 
tracking down the culprits. 

In our opinion the time is not very 
far off when the chest that holds the 
reserve in every bank will be protected 
by some type of lockup protected by a 
day timelock, and when that happens, 
holdups will be reduced to a minimum, 
insurance companies will again have 
only normal losses and the insurance 
rates will drop. 
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New Checkwriter on the Market 


ERHAPS the greatest advance in 

a decade of checkwriter manufac- 

ture is the new Model 33 key- 
operated protectograph announced re- 
cently by The Todd Company, Roches- 
ior. N.Y: 

This machine is the result of more 
thaneten years’ continuous research and 
test and the expenditure of a vast sum 
in experimentation. It is the first mod- 
erate priced key operated checkwriter 
ever offered. The keyboard is standard, 
and has 81 keys. There are 1024 parts. 

In physical appearance this new pro- 
tectograph is different from anything 
the checkwriter industry has ever shown. 
Credit for the external styling goes to 
Henry Dreyfuss, industrial product de- 
signer of New York, who was engaged 
to restyle the proposed case. 

Model 33 is finished in a rich satin 
black with keys.in jet black and gray 
against a maroon background. A Ger- 
man silver trim heightens the modern 
effect of the design. Through newly 
designed and enlarged numerals a 


greater degree of protection for amount 
lines is secured. 

This fact, coupled with the Todd two- 
color ribbon inking principle which 


thoroughly penetrates the paper and 
provides uniformly inked impressions as 
it comes in contact with the forged brass 
type which is guaranteed indefinitely, 
assures unbroken characters that are al- 
ways shredded perfectly into the check 
to secure maximum safety. 


Pil-4-Pruf Night Depository Bag on Market 


N indestructible bag has just been 
Az on the market by the Bank 
Vault Inspection Company, Phil- 
adelphia, 


and experience 


after years of experimenting 
in manufacturing bags 
for the “Yeo” Rots ry Night Depository. 

The engineers of this company de- 
sired to eliminate all loose padlocks, 
flimsy fabric fasteners and painted let- 
tering, and furnished a bag that would 
have a wide range of key changes. 

The Pil-4-Pruf bag has a very novel 
bag top consisting of two die-castings. 
These two members engage each other 
so closely that it is impossible to extract 
anything from the bag by any means 
except destruction of same. This was 
accomplished by exercising special care 
in making the locking unit fool-proof 
and pick-proof. One feature constantly 
in mind being the depositor’s s key cannot 
be removed until the bag is locked. 


For night depository use this bag can 
be purchased with as many as 1000 dif- 
ferent key bitings. However, should 
any of the banks desire it, the locks can 
be master keyed and yet no conflict will 
result since each depositor’s key is of 
different biting. 

Since the security of any bag depends 
on the type of lock used, great care has 
been exercised in designing the lock 
cylinder itself, which is of the pin 
tumbler class, very rugged in construc- 
tion, and having locking cam attached 
which cannot be forced open. 

The fabric portion of the bag is 
securely clamped between the metalic 
bag top and steel holding plates by 
means of machine driven rivets which 
clamps plates and fabric so closely to- 
gether that it is impossible to remove 
unless the machine driven rivets are 
taken out, as can be done when fabric 
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Last Month $19,200 Bought 
a New Bank Building 


(THREE more banks in January (eighteen 
since summer) have come to us for im- 
provement of their banking quarters at today’s 
low costs. 


Two will remodel. The third will get a 
new bank building, adequate and substantial, 
with a number ten vault, for $19,200. Build- 
ing costs have risen slightly since. 


Write us for new leaflet of photos and floor 
plans showing some of these newly improved 
banking quarters. Sent by mail. No obligation. 


TILGHMAN MOYER CO. 
The Design, Construction and Equipment of Bank Buildings 
ARCHITECTS - ENGINEERS 
ALLENTOWN PENNA. 


bag is worn out and has to be replaced. 
The fabric portion of bag is made of 
heavy brown duck by experienced op- 
erators, having bellow sides with all 
edges bound with binding, and all sew- 
ing done from the interior of bag so 
that any attempt to remove contents of 
bag would be easily discernible. 
Another important feature is the 
elimination of all painted lettering and 
numbering from the fabric bag itself, 
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THE NEW 


MOSLER 


ELECTRICALLY-CONTROLLED 
DELAYED MOVEMENT TIMELOCK 


For Bank 
Holdup 
Protection 


Locker with rotary 
hopper top for de- 
positing reserve 
cash without open- 
ing door, which is 
equipped with above 
timelock. There are 
many models of 
safes and lockers. 


THE MOSLER SAFE CO. 


New York Office: 
373 BROADWAY 


Factories: 


HAMILTON, OHIO 


since both members of metal top have 
windows in which are placed aluminum 
tape having embossed thereon any name 
or numbering desired. These names 
cannot be removed until the holding riv- 
ets are drilled out. 

This bag has been adopted by some 
of the largest banks in the United States 
for night depository use, and it is also 
being widely used by public service com- 
panies, dairies, chain stores and business 


Two views of the Pil-4-Pruf night depository bag being put on the market by 
the Bank Vault Inspection Company, Philadelphia. 
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houses who transport or hold money and__ with extra large capacity. Any of the 
private papers from one place toanother. above bags can be either master keyed 

This bag is made in three sizes: No. or have all locks different key bitings as 
1 for night depository use, No. 2 for may be desired to fit each individual ap- 
ordinary business houses, and No. 3 plication. 


Main banking room of the Workers Trust Company, Johnson City, N. Y. This build- 
ing was designed and constructed by the Tilghman Moyer Company of Allentown, Pa. 





Seventh Edition of America’s 
Most Popular Banking Book — 


























Here is a book which has come to 
be regarded as the standard work 
on bank methods and administration. 
It tells of every phase of modern 
banking from the handling of the 
morning mail to the extension of 
credit; from the duties of the 
messenger to the functions of the 
president. 





William H. Kniffin, the author, 
has not depended upon his own 
many years’ experience as a prac- 
tical banker. In his book he has 
assembled the best banking thought 
of the country--the tested results 
of banking practice in the most 
progressively managed institutions 
in the United States. 





Send for your copy 
of this valuable 
book TODAY and see 
for yourself how 
thoroughly Mr. Kniffin 
has covered his field. 


BANKERS PUBLISHING CO. 


BANKERS PUBLISHING COMPANY 
Book Dept.—465 Main St., Cambridge, Mass. 


Please send me on approval a copy 
of “The Practical Work of a Bank.” 
I will either return the book with- 
in five days or will send you my 
check for $3.00. 
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ADVERTISING AND PUBLICITY 


A MONTHLY REVIEW OF CURRENT ADVERTISING AND NEW 
BUSINESS EFFORT BY AMERICAN BANKS 











Soliciting the Insurance Trust 


By ALicE A. KRETSCHMAR 
Author of Effective Bank Letters 


The use of individual, personal letters in soliciting insurance trusts has generally been 


found to be most effective. 


Prospects for this type of trust service are comparatively 


easy to identify and the letter as a follow-up of a personal call or as a preliminary to 


an interview are found to produce pleasing results. 


The letters given below are taken 


from a book by Miss Kretschmar entitled “Bank Letters Which Build Business,” which 


is scheduled for publication sometime tiris spring. 
only as examples to stimulate a higher standard for bank correspondence. 


These letters are to be regarded 
They were 


developed by the author in a series of forums for better bank letters which she con- 
ducted in some of the country’s leading banking institutions —Ep1Tor. 


Dear Mr. Arden: 

The questions which we talked over 
last Friday morning will doubtless recur 
to you many times during the next few 
weeks. The advantages of a life insur- 
ance trust are not easily put out of 
mind. 

That is true even of the man who has 
believed that he is not ready to con- 
sider any change in his plans as care- 
fully worked out in the past. 

It is the flexibility of this idea that 
has quickly caught the interest of busi- 
ness men generally—some merely be- 
cause they wish to be informed on a 
matter that is creating such widespread 
comment concerning this modern plan 
of protection—but the majority because 
back in every man’s mind there persists 
the caretaking spirit, which urges him 
to safeguard those near to him by the 
provision of sound judgment after his 
affairs have passed. to other hands. 

The little book left with you when I 
called you have probably found worth 
reading more than once—particularly 
pages- , —, and - I am go- 
ing to try to see you again, some morn- 
ing soon, with the hope that you will 
want to take a few moments to run 
over rapidly some interesting details 
concerning these points. 

Very truly yours, 


Dear Mr. Blessing: 

When you signed your Will, some 
years ago, you mentioned that you had 
a large amount of life insurance. Have 
you considered the advantages of put- 
ting this insurance into a so-called insur- 
ance trust? This is something you will 
probably want to think about under 
present-day conditions. 

There are innumerable advantages in 
this arrangement. You can distribute 
the proceeds of your insurance exactly 
as you wish, just as you dispose of your 
estate. It may be held in trust for the 
beneficiaries and income remitted to 
them as seems best to you. Through 
the delegation of discretionary powe 
to the trustee, flexibility may be se- 
cured and emergencies taken care of 
as they come up. Your beneficiaries 
will have a competent adviser always 
at hand—one whose honesty and ability 
cannot be questioned. 

The conservation of your insurance 
proceeds is just as important as the 
conservation of the assets ot your estate. 

I am enclosing two booklets which 
we have recently published for the in- 
formation of our clients. You will find 
in them considerable matter for thought. 

Won't you come in to see me some 
day soon and go into this question in 
greater detail? 

Sincerely, 
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Dear Mr. Crittenden: 


Most men realize the need of suf- 
ficient life insurance. But only within 
recent years has experience won its 
point in the advantages of an insurance 
trust, as against the plan of having the 
lump sum of insurance paid to bene- 
ficiaries. 

In a few words the plan is this: 
Your policies are made payable to this 
bank as trustee and are administered 
similar to your Will, according to your 
instructions—with distinct advantage 
over a monthly payment plan. If there 
should develop special needs, such as 
the buying of a home, or the cost of 
a serious operation that might save life 
—-you have provided for and empow- 
ered us in your deed, through discre- 
tionary authority, to grant such expendi- 
tures from the principal. 

Will you name a time when we can 
go into this more clearly and show the 
real merit this modern plan contains? 

Yours very truly, 


Dear Mr. Druid: 


Would you consider burdening 
wife by turning over to her your 
ness and property during your life- 
time? Would you transfer large busi- 
ness interests to your children before 
they had gained the experience essential 
to assume such responsibilities? 

Of course you would not! And yet, 
unless you have made adequate provi- 
sion for the handling of your interests 
after your death, is that not what you 
are in reality inviting? 

Prudent business men are finding in 
the Life Insurance Trust the solution 
of just such difficulties. This form of 
trust, which can be revocable or irrev- 
ocable, or amendable, as you might 
desire, is being widely used to avert 
the tragedy of dissipation of funds or 
the mismanagement of an estate which 
should be ample to care for dependents. 

The Life Insurance Trust can cover 
the widest variety of circumstances. 
Under it you can make provision for 
the application of income or principal 


your 
busi- 
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to meet every need. You can give 
the trustee discretionary powers to meet 
unforseen conditions. Under its man- 
agement the dwindling of estates can 
be avoided, and the widow or children, 
or other near ones, have a trustworthy 
adviser to whom they can turn with 
confidence for guidance. 

You can say with pride that this 
bank is “a pioneer in insurance trusts,” 
With its wide experience in handling 
trust matters, it is well equipped to 
take care of your particular problems. 

I am enclosing a form of an Un- 
funded Revocable Insurance Trust. 
Read it over and then, when you are 
in the neighborhood, call in to see me. 
I shall be glad to answer any questions 
you may wish to ask. 

Very truly yours, 


Dear Mr. Esmond: 


Two of the more important questions 
for the modern business man are: What 
would become of my interests in the 
business if my affairs should pass into 
other hands? Would they pass to 
some new head—perhaps some one who 
would not meet with my approval; or 
would the estate desire to liquidate the 
business? 

These questions can be answered very 
simply by the business insurance trust, 
where everything is untangled before 
the decease of a partner, and meets 
with each one’s satisfaction. 

The business insurance trust upon the 
demise of a partner will provide the 
money necessary to satisfy both inter- 
ests immediately. It will supply funds 
to the surviving associates to buy the 
stock or interest of the deceased; and 
the heirs will receive insurance funds 
upon the transfer of the decedent's 
share of the business. The capital of the 
concern will not be impaired by such 
insurance—another important factor. 

I am enclosing our booklet which will 
give you a good general idea of this 
service. Will you call and let me ex- 
plain in detail the arrangement to suit 
your particular need? 

Very truly yours, 
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BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


COMING BANKERS’ 
CONVENTIONS 


AMERICAN BANKERS ASSOCIATION. Willard 
Hotel and National Theater, Washington, 
D. C. October 22-25, 1934. 


AMERICAN INSTITUTE OF BANKING. Wash- 
ington, D. C. June 11-14, 1934. 


CENTRAL BANK MANAGEMENT CONFER’ 
ENCE. Indianapolis, Ind. Postponed until 
further notice. 


ILtinois BANKERS ASSOCIATION. Abraham 
Lincoln Hotel, Springfield, Ill. May 21-22, 
1934. 


IowA BANKERS ASSOCIATION. 
termined, June 18-20, 1934. 


MIssouURI 
15-16 1934. 


NATIONAL ASSOCIATION OF MuTUAL Sav- 
Incs BANKs. Waldorf-Astoria Hotel, New 
York. May, 1934. 


New JERSEY BANKERS ASSOCIATION. 
bassador Hotel, Atlantic City, N. J. 
18-19, 1934. 


New Mexico BANKERS 
Franciscan Hotel, Albuquerque. 
postponed. 


Place unde- 


BANKERS ASSOCIATION. May 


Am- 
May 


ASSOCIATION. 
Indefinitely 


NortH Daxota and SoutH Dakota 
BANKERS ASSOCIATIONS. Joint convention. 
Deadwood, S. D., July 2-4, 1934. 


OKLAHOMA BANKERS ASSOCIATION. Tulsa. 
May 8-9, 1934. 


ANNUAL MEETING GUARANTY 
TRUST COMPANY 


THE annual meeting of the stockholders of 
the Guaranty Trust Company of New York 


was held January 17. Earnings for the year 
1933 were announced as $24,562,622 as com- 
pared with $22,936,959 during the year 1932. 
The following directors whose terms had 
expired were unanimously re-elected: Charles 
P. Cooper, Henry W. deForest, Eugene G. 
Grace, W. A. Harriman, David F. Houston, 
Thomas W. Lamont, Grayson M. P. Murphy 
and William C. Potter. At the annual meet- 
ing of the board of directors Mr. Potter was 
elected chairman of the board; W. Palen 
Conway was elected president; Eugene W. 
Stetson, vice-president, was elected to the 
executive committee and the other officers 
were re-elected for the ensuing year. 

Mr. Potter was born in Chicago on October 
16, 1874, and graduated from the Massa- 


chusetts Institute of Technology in 1897. He 
was for many years active in mining and 
metallurgical operations and their adminis- 
tration in this country and in Mexico. He 
became chairman of the board of directors of 
the Guaranty Trust Company on January 5, 
1921, to succeeed Alexander J. Hemphill, 
whose death occurred on December 29, 1920. 
He was elected vice-president of the trust 
company on October 5, 1921. 

Mr. Conway, the new president, was born 
August 7, 1881, at Seabright, New Jersey. 
After a public school education he started 
his business career at the age of 19 with the 
Washington Life Insurance Company. He 
joined the staff of the Guaranty Trust Com- 
pany in February, 1911, as a member of 
the ‘bond department, becoming assistant 
treasurer in 1913. In March, 1916, he was 
made treasurer and in September of the same 
year he became vice-president. 


NEW PRESIDENT FOR CHASE 
NATIONAL 


At the meeting of the board of directors of 
The Chase National Bank of New York, held 
January 10, Winthrop W. Aldrich, who had 
been chairman of the governing board and 
president during the past year, was elected 
chairman of the board of directors. H. Don- 
ald Campbell was elected president. Mr. 
Campbell had been a vice-president of the 
bank since the Chase-Equitable merger in 
June, 1930. He was for six years senior 
vice-president of the Seaboard National Bank 
and became executive vice-president of the 
Equitable Trust Company after the Seaboard 
merger in 1929. 


CLEVELAND TRUST EARNS $2,900,000 


IN a most detailed report, Harris Creech, 
president of the Cleveland Trust Co., told 
shareholders at their 38th annual meeting, 
held last month, of the bank’s operation dur- 
ing one of the most eventful years in Ameri- 
can financial history. He discussed, also, 
financial and economic conditions and ex- 
pressed the hope that “1933 will have marked 
the passing of the worst phases of the de- 
pression.” 

He announced an operating profit of $2, 
901,203 for the year, after deducting ex- 
penses, taxes and interest on capital notes 
which the bank sold recently in response to 
President Roosevelt's request for such co- 
operation by banks, as part of the national 
recovery program. 

“With all the changed conditions that have 
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been enumerated and with which we are all 
familiar,” said Mr. Creech, “The Cleveland 
Trust Company has made progress. Our 
deposits at the close of the year were $229,- 
543,093. 

“Our operating profit for the year, after 
deducting expenses and taxes and interest 
on capital notes was $2,901,203 or 21 per 
cent. on our capital stock, which compares 
with the previous year of $3,612,107 or 26 
per cent. on our capital stock.” 


WALTER S. McLUCAS REPORTS TO 
HIS STOCKHOLDERS 


THE stockholders of the National Bank of 
Detroit met on January 9 to hear the first 
report of their president, Walter S. McLucas, 
and to learn of the progress of their institu- 
tion since its opening on March 24, 1933. 
Instead of hearing the usual perfunctory and 
colorless report which bank presidents in the 
past have been accustomed to present to their 
stockholders, they heard a detailed and lucid 
statement of the progress of the bank; the 
policies which it had adopted and why; and 
an item-for-item consideration of the balance 
sheet and earnings statement. 

Gross income of the new bank from its 
opening to December 31, 1933, totalled $3,- 
938,108.69. Total deposits at the year-end 
were $189,693,074.41. 


ANNIVERSARY OF NEW YORK 
AGENCY, BANK OF MONTREAL 


THE agency of the Bank of Montreal at 64 
Wall Street, New York, this year reaches 
the seventy-fifth milestone of its establish- 


ment. The office was opened in 1859 to 
facilitate the then rapidly-growing trade be- 
tween the United States and Canada, and in 
the intervening three-quarters of a century it 
has assumed a leading role among the foreign 
banking agencies in this city. 

In 1918 the agency of the former Bank 
of British North America, an institution that 
had been represented in New York since 
1843, was absorbed, and in 1922 the agency 
of the Merchants Bank of Canada, dating 
back to 1875, was merged with the Bank of 
Montreal agency, thereby combining three of 
the oldest Canadian bank agencies in New 
York. 

It is interesting to note that the Bank 
of Montreal agency is located on the site 
of the famous old buttonwood tree where 
the first stock brokers in the United States 
met and conducted the business of the day. 
The New York Stock Exchange, which was 
formed in 1792 by the original stock brokers 
under the buttonwood tree, first went indoors 
in 1817, and it was in that year that the 
Bank of Montreal was established in Mont- 
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real. A year later, in 1818, the Bank ap- 
pointed Prime, Ward and Sands its repre- 
sentatives in New York, that being forty-one 
years prior to the bank establishing its own 
offices here. From a small one-room office 
first located at 23 William street the Bank 
of Montreal agency has grown until today 
it occupies five floors of its eleven-story build. 
ing and annex at 64 Wall street. 


CITIZENS BANK OF LOS ANGELES 
REDUCES DIRECTORATE 


CitizENs NATIONAL Trust & Savincs Bank 
OF Los ANGELES at its annual meeting re- 
duced its board of directors to 25, conform- 
ing with the National Banking Act of 1933. 
The following directors were elected: M. J. 
Connell, George W. Walker, Jesse B. Alex- 
ander, F. X. Pfaffinger, Samuel K. Rindge, 
Herbert D. Ivey, E. C. Wilson, L. J. Chris. 
topher, W. A. Faris, J. B. Leonis, Willitts ]. 
Hole, Willis G. Hunt, John G. Mott, Clark 
|. Bonner, William A. Innes, E. E. Duque, 
Dr. W. W. Beckett, James A. Gibson, Jr., 
T. B. Cosgrove, J. M. Hale, Roger Goodan, 
E. W. Reynolds, Frank A. Garbutt, Eugene 
P. Clark, E. T. Pettigrew. 

The new board met January 11 for election 
of officers. M. J. Connell was re-elected 
chairman of the board, George W. Walker 
chairman of the executive committee and 
Herbert D. Ivey president. Following the 
meeting Mr. Ivey announced three promo- 
tions. W. H. Schroeder was elected assistant 
vice-president, being advanced from assistant 
cashier, which office he has held since 1924. 
A. F. Yaussi, elected assistant cashier, has 
been with Citizens since 1927, for several 
years as branch manager and for the past year 
engaged in supervisory work among branches. 
C. M. MacFarlane, with the bank since 1924, 
was elected assistant secretary. 


ANNUAL REPORT FIRST WISCONSIN 
NATIONAL BANK 


WALTER KasTEN, president of the First Wis- 
consin National Bank, Milwaukee, made his 
annual report to the stockholders on January 
9. In his report President Kasten stated in 
part: 

“Total deposits of the First Wisconsin Na- 
tional Bank at the end of the year were 
$125.920.555.53. Deposits have been rising 
steadily since the banking moratorium. At 
the present rate of increase it is not unlikely 
that deposits will equal, if not surpass, our 
average deposit level for 1932. 

“Obviously, in view of the slack demand 
for good commercial loans, the profitable 
employment of these funds is a considerable 
problem. It has been found advisable, in 
fact practically necessary, to invest a large 
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proportion of the bank’s assets in U. S. Gov- 
ernment securities, even though their interest 
return is very small. 

“At the end of the year the First Wiscon- 
sin's holdings of government _ securities 
amounted to $38,134,266.84 as compared 
with $16,173,869.45 at the close of 1932. 

“Cash on hand and due from banks totaled 
$32,575,852.37 on December 30, 1933. Thus 
the total of cash plus government securities, 
two highly liquid items, was $70,710,119.21. 

“It may be expected that with the return 
of greater business activity the demand for 
sound commercial loans will increase; and the 
First Wisconsin is in a position to meet this 
demand and, at the same time, operate to 
the advantage of its stockholders. 

“In closing this report I wish to say on 
behalf of my associates and myself, that re- 
gardless of uncertainties, we are looking for- 
ward with confidence to the year which is 
ahead, that we pledge our continued con- 
scientious efforts for the success of this bank, 
and that we shall endeavor to conduct its 
affairs in a manner which will insure safety 
for our depositors and profit for our stock- 


holders.” 


NATIONAL BANK OF COMMERCE, 
NEW ORLEANS, ELECTS OFFICERS 
AND DIRECTORS 


At the annual shareholders’ and directors’ 
meetings of the National Bank of Commerce, 
New Orleans, two new directors and nine 
officers were elected. Charles D. Kemper 
and Ted M. Simmons were added to the 
directorate, A. D. Geoghegan was re-elected 
chairman of the board; Oliver G. Lucas, 
president, and Clay W. Beckner, executive 
vice-president. Five new _ vice-presidents: 
L. B. Giraud, W. J. Mitchell, T. F. Regan, 
W. W. Sutcliffe, Jr., and Charles J. Theard 
were appointed. Dale Graham, formerly 
cashier, was elected vice-president and cashier. 
C. F. Niebergall, vice-president, was made 
vice-president and trust officer. Two addi- 
tional assistant cashiers were elected: Albert 
Dazet and B. J. Legett. D. Allen Johnson 
was named assistant trust officer and J. R. 
Olsen, auditor. All other officers re-elected 
were vice-presidents: J. A. Bandi, D. D. 
Curran and H. Dabezies. Assistant cashier: 
F. H. Fitzgerald. 

Mr. Kemper, the new director, is treasurer 
and general manager of Sterling Sugars, Inc., 
of Franklin, Louisiana, and is a director and 
vice-president of the Commercial Bank and 
Trust Company of Franklin. He is a mem- 
ber of the Regional Agricultural Credit Cor- 
poration and is past president of the Ameri- 
can Sugar Cane League of the United States. 

Mr. Simmons is manager of the United 
States agencies of the Pan American Life 
Insurance company and is regarded as one 


of the outstanding successful younger life 
insurance executives of the United States. 
He is also a director of the National Service 
and Appraisal Company. 


ANNUAL REPORT FIDELITY UNION 
TRUST COMPANY 


At the annual meeting of stockholders of 
the Fidelity Union Trust Company, Newark, 
New Jersey, President J. H. Bacheller re- 
ported in part as follows: 

“The earnings for the year 1933 before 
writing off losses or setting aside reserves, 
amounted to $2,082,677.89. In addition to 
this amount there was realized as a profit 
from the sale of securities the sum of $251,- 
964.95. These earnings were made possible 
by the reduction in interest paid on savings 
accounts and the elimination of interest on 
commercial accounts during the latter part 
of the year and also to the fact that the 
annual salaries and expenses have been de- 
creased in the last two years from the sum 
of $2,195,328.87 in 1931 to $1,759,578.64 
in 1933 or a saving in this latter item of 
$435,750.23 annually. 

“The capital and surplus remain the same. 
The undivided profits increased by $247,- 
849.89 and the reserves now amount to 
$6,431,527.80. 


BANK STOCKS RECOVER DURING 
JANUARY IN SHARPEST RALLY 
SINCE AUGUST, 1932 


Staging their sharpest rally in any month 
since August, 1932, New York City bank 
stocks outstripped the general market in the 
January recovery, Hoit, Rose & Troster re- 
port. 

The firm's weighted average of seventeen 
leading issues opened January 2 at 39.69 and 
closed January 31 at 50.64 for a net gain 
on the month of 10.95 points, or 27.6 per 
cent. This compares with net gains of 6.8 
per cent., 21.5 per cent. and 16.6 per cent., 
respectively, for the Dow-Jones industrials, 
rails and utilities. Compared with their 1933 
low of December 26 New York City bank 
stocks show a net advance of 44.4 per cent. 


CUTHBERT LEE A GUEST SPEAKER 


CutTnpert Ler, former trust supervisor of 
the Guaranty Trust Company of New York 
and author of “Personal Trust Administra- 
tion,” was guest speaker at the Trust Problem 
Seminar of the New York Chapter of the 
A. I. B., held last month in the Fraternity 
Clubs in New York. Mr. Lee spoke on 
“Mortgage Participations in Trusts,” pointing 
particularly to the effect of recent decisions. 
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After his talk there followed a lively dis- 
cussion. 

The Seminar meets eight times during the 
year. H. M. Olney, trust officer of the Un- 
derwriters Trust Company, New York, who 
presided at this meeting, and Edgar B. Lan- 
dis, assistant trust officer of the Chemical 
Bank and Trust Company, New York, are 
members of the faculty committee of the 
Seminar. 


LESLIE G. McDOUALL PROMOTED 


Lestie G. MCDOouALL, associate trust officer 
of the Fidelity Union Trust Company of 
Newark, was recently made trust officer. Mr. 
McDouall has been associated with the Fi- 
delity Union for many years and is a member 
of the executive committee of the trust divi- 
sion, American Bankers Association. In ad- 
dition he is treasurer of the New Jersey 
Bankers Association and bears a_ national 
reputation for his work in the American 
Bankers Association promoting the life in- 
surance trust in co-operation between iife in- 
surance companies and trust companies. 


ANNUAL MEETING HIBERNIA 
NATIONAL BANK 


THE annual meeting of the stockholders of 
the Hibernia National Bank in New Orleans 
was held on January 9. R. S. Hecht, chair- 
man of the board of directors, submitted his 
annual report. The Hibernia National 
opened for business on May 22, 1933, with 
deposits of $14,121,120.46. Deposits at the 
end of the year were $25,330,892.11. Net 
profits for the period from May 22 to De- 
cember 30, 1933, were $140,846.85. 


BANK OF NOVA SCOTIA REPORTS 


THE annual report of the Bank of Nova 
Scotia for the year 1933 shows earnings of 
$2,035,900 of which $1,500,000 was paid out 
in dividends, $250,000 applied to writing off 
bank premises, $115,000 contributed to the 
officers’ pension fund, $112,000 paid in taxes 
on circulation and the balance carried for- 
ward. 


CHEMICAL BANK APPOINTMENTS 


WiLsur F. Crook, formerly a vice-president, 
was elected to the new office of vice-president 
and branch supervisor at the annual organiza- 
tion meeting of directors of the Chemical 
Bank and Trust Company of New York. 
William A. Edwards was elected assistant 
branch supervisor. 

Amos B. Foy, formerly assistant secretary, 
was elected assistant vice-president, and Clin- 
ton C. Johnson was chosen as assistant secre- 
tary in charge of the commodity departments. 
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